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Money Rates at Home and Abroad 


By H. PARKER WILLIS 


Prime Bankers Acceptances Furnish the Fairest Comparative 


Basis. 


Present Disposition in Great Britain to Reduce Calls for 


Commercial Funds Gives Outsiders False Impressions of Great 
Financial Prosperity and Better Banking Accommodations. 


LMOST perennial controversy rages 
with respect to the question why 
money rates in the United States 
differ from those in Great Britain 

and elsewhere and why a practical uniform- 
ity is not established between them. 

Of late particularly, there has been more 
than the usual amount of wonderment as 
to why we should have a 4% per cent. rate 
at our Federal Reserve Banks while the 
Bank of England is able to make a rate of 
3 per cent. Tue analogies and comparisons 
thus drawn might about as well be applied 
to other countries with the inquiry why we 
do not have a rate of say 8, 10 or 12 per 
cent. as some Continental countries do, in- 
stead of our 4% per cent. rate at Federal 
Reserve Banks. There is indeed something 
to explain here but it is not very satis- 
factorily analyzed by the statements that 
are current in some “financial circles” to the 
effect that, whereas British banks want to 
give “assistance to the legitimate demands 
of commerce and render helpful banking 
service,” American institutions are dis- 
posed always to look at the “immediate 
profit than can be obtained.” 


Basis of Discount Rate 


HE basis of discount rates is of course 
ultimately found in the long run in- 
terest return on investment. 

This latter in turn is determined by the 
“productiveness” of capital. Such rates 
tend toward a general basis of equality, but 
because of the fact that a unit of capital can 
be used to bring about a substantially larger 
return to its owner in the United States 
than it can in Great Britain the owner of 
such a unit of capital has in the past been 
able to get more for his money in the shape 
of interest on bonds or in other forms of 
investment. If it be inquired why ih that 


case, foreign investors did not transfer 
their funds here, the simple answer is that 
they did do so. Indeed, before we went 
into the war we had fully $3,000,000,000 of 
foreign funds invested in our securities 
which we then took home and paid off as 
Europeans wished to convert their re- 
sources into means for carrying on the war. 
Since the war ended, the so-called “export 
of capital” has been greatly lessened, par- 
ticularly as respects European countries. 
They have had but little which they could 
send here for investments in our stocks 
and bonds, although from time to time con- 
siderable supplies of money have been 
transferred to us in that way. Still, the 
movement of funds into this country is a 
good deal smaller than it was. One thing 
that has restricted it has been the various 
difficulties that stand in the way of trans- 
fers of capital. Among these is the exist- 
ence of various prohibitions against such 
transfers, the obstacles growing out of the 
exchange control: which still persists on the 
continent of Europe, heavy taxation, and a 
variety of others. There has consequently 
been a tendency in a good many quarters 
to aggravate the discrepancy between rates 
of investment return existing in competitive 
countries in different parts of the world. 


Income of Banks 


F course the income earned by a bank 

and distributed to its stockholders as 
dividends must be on the whole about as 
large, allowance being made for the differ- 
ences in risk, as that which is earned by 
an individual or business man engaged 
in industrial pursuits. Acccrding to the 
Comptroller of the Currency the average 
rate of dividends in national banks for the 
year 1922 was 8.3 per cent. This is cer- 
tainly moderate, and it does not appear that 
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an unusual amount was piled up by the 
banks in undistributed profits or surplus. 


High Overhead 


— dividend fairly well corresponded to 
the general rate of return in the industry. 
This is not a high figure as compared with 
dividends paid by the large British banks 
and these of course must form the basis of 
comparison with average bank dividends in 
the United States, inasmuch as the latter 
represent our entire banking capital just 
as those of the large banks in England rep- 
resent that of Great Britain, now that they 
have practically absorbed almost all the 
small institutions or country banks which for- 
merly existed. Of course, this leaves open 
the question whether there is a greater 
discrepancy between the gross and net in- 
comes of our banks than there is in Great 
Britain, and if so, what is the cause of it. 
Undoubtedly it is true that few if any 
banks in the United Kingdom find it possi- 
ble to charge 8, 9 or 10 per cent. interest or 
discount as do a great many American 
banks in the south and west. One must 
suppose then that there is a special reason 
for the higher scale of charges which pre- 
vails at a great many of our institutions. 
This high scale of charges is to be at- 
tributed primarily to the higher costs of 
operating American banking institutions. 
The overhead is decidedly greater here— 
largely as a result of the independent or 
non-branch banking system which we have 
for many years maintained here, and which 
results in making the operating expenses 
of banking probably much higher here per 
unit of loans extended, than it is anywhere 
else in the world. Remembering the fact 
that the earning power of capital is greater 
here than in European countries, and the 
further fact that the expenses of banking 
are also larger here, there is abundant ex- 


| 
| 
| 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


planation of the general differences which 
exist between rates in the short term loan 
field in this country as compared with those 
abroad. 


Difficulty of Comparison 


T should also be remembered, however, 

that such comparisons are far from sat- 
isfactory; and that, as a matter of fact, 
there is a great deal of difference between 
countries as regards the basis upon which 
interest rates are stated. 

For example the “rate” which is quoted 
by American banks is usually its prevailing 
line-of-credit rate to customers. This is a 
kind of rate which is relatively little known 
in Great Britain or France and which cer- 
tainly does not furnish a satisfactory foot- 
ing for comparisons with the bank rates 
in those countries. In Great Britain the 
prevailing rate which is cited is that which 
is quoted for prime two-name paper. Such 
paper has a general marketability which 
our line-of-credit loans never can have. It 
is, therefore, able to command a much 
lower competitive rate than line-of-credit 
loans in the United States can get. A close 
comparison between the 
two—(single-name paper 
here and double-name pa- 
per abroad) is thus with- 
out foundation; and should 
not be taken as the basis 
for discussion of condi- 
tions of borrowing. It is 
also to be borne in mind 
that, due to the seasonal 
character of our business 
and finance, there is but 
little absolute uniformity 
at different times of the 
year in rates in this coun- 
try. This state of things 
can well be illustrated by 
comparing the very sub- 
stantial fluctuations in call 
rates that still occur from 
one part of the year 
to the other, with the 
relatively stable condition of call rates in 
Great Britain. In order to establish a rea- 
sonable comparison, therefore, it is neces- 
sary to place the countries upon a com- 
parable basis by taking an average of rates 
for a series of months or for a full year. 
When this has been done, the differences 
between the two countries are frequently 
smoothed out or largely so. Perhaps the 
fairest comparative basis for use by those 
who want to see what money at any given 
time is worth in the two countries or who 
want to compare the United States with any 
foreign banking system is that which is 
furnished by prime bankers acceptances. 


Bankers Acceptance Rate 


; we base our analysis on this class of 
paper we shall usually find that diffe.- 
ences of charge are comparatively small. 
At the present time the bankers acceptance 
rate in New York is about 4% per cent. 
and such acceptances can be discounted at 
the Federal Reserve Bank of New York 


at 4% per cent. The rate for bankers ac- 
ceptances in Great Britain is around 2% 
per cent. This represents an unusual dif- 
ference between the two markets and of 
course illustrates why a great deal of in- 


ternational financing has been transferred 
to London. That, however, is an unusual 
condition representing the outgrowth of dis- 
turbed industrial prospects, and the con- 
gestion of funds abroad resulting from 
comparative business depression and lack of 
demand. In the United States at the 
present moment we have the reverse of 
such a situation, there being today a 
greater demand for credit and a larger 
amount of it outstanding than at any time 
in the recent past. This state of things 
is vouched for by the Federal Reserve 
Board in its latest utterances and is un- 
mistakably the truth. Reserve Banks have 
kept largely out of the market, and have 
left business competition to determine rates 
with the result that as the “slack” or avail- 
able credit has been taken up, the balance 
available grew nar- 

rower, and the rate 

charged for it was 

necessarily higher 

than would other- 

wise have been true. 


View of Royal Exchange, 

London; at extreme left is 

“The Old Lady of Thread- 

needle St.,’—The Bank of 
England 


Rediscount Charges 


SIMILAR kind of care ought to be exer- 
cised in contrasting rediscount rates. 
This is usually done in popular discus- 


- sion by taking the published rate otf the 


Federal Reserve Bank and comparing it 
with the so-called “bank rate” in Great 
Britain. 

The truth is that the bank rate is not the 
same thing as our Federal Reserve rate. 
The Bank of England makes two rates, the 
so-called bank rate itself which is public, 
and the so-called private rate, which as the 
name implies is not issued to the public but 
is varied by the Bank from time to time as 
it sees fit; so it may often be that in Great 
Britain the actual rate of discount charged 
by the Bank of England is higher or lower 
than the public bank rate. It may be higher 
than the bank rate when the paper presented 
does not exactly correspond to the defini- 
tion of “prime” paper; it may be lower at 
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times when the bank wants to get business 
or accommodate some special industry or 
line of trade. In the United States we have 
often tried to imitate this plan by giving 
Reserve Banks the power to establish a 
graded rate on acceptances, the Reserve 
Board simply fixing the limits within which 
fluctuation might occur, while the Reserve 
Bank itself adjusted the rates within the 
limit thus set. In such cases, it often ap- 
peared that the rates were really lower in 
fact than they were represented to be in 
published statements on the subject. In 
such cases neither the American nor the 
British rate represented the figure at which 
actual business was being done, except per- 
haps in isolated instances. On the whole, 
however, it may be said that the British 
bank rate tends to be lower than that of 
our Reserve Banks be- 
cause of the fact that the 
Reserve Bank has to make 
a rate which is more or 
less suitable for us in 
discounting country bank 
paper, while country 
banks, as already seen, 
customarily fix a figure 
which is very much higher 
than do city banks, as 
well as higher than that 
which prevails on the rank 
and file of loans in foreign 
banking systems. Since 
the United States has to 
content itself which a 
single Reserve Bank rate 
common to all customers, 
it may easily be that good 
policy will require it to 
establish such a rate at 
a tolerably high level not- 
withstanding that in for- 
eign countries conditions 
have permitted the estab- 
lishment of some very low 
rates in the London mar- 
ket or in other similar 
markets, due to the fact 
that practically the only 
users of it would be the 
city banks which would 
present only the highest 
grade of two-named paper 
for discount. 


Some Unusual Elements 


Bes natural advantages enjoyed by the 
British banking system in making rates 
would tend to a relatively low level of 
charge in any event. In addition to this, 
however, is the fact that ever since the 
close of the war there has been a very 
powerful inflation party in Great Britain 
which has been disposed to insist on low 
rates and free discounting. We have of 
course had the same group in the United 
States; and they have been exceptionally in- 
fluential here as there. Nevertheless it has 
been possible in this country to hold infla- 
tion more or less in check, especially after 
the collapse of 1920. In Great Britain, on 
the other hand, the necessities of govern- 
ment financing have continued very press- 
ing, while the disposition to demand con- 
tinued low rates both in order to sell gov- 
ernment bonds at satisfactory figures as 
well as to keep up the fiction of prosperity 
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has likewise had its effect. At the present 
moment, Great Britain is passing through a 
period of some depression in which there 
is a disposition to reduce calls for commer- 
cial funds, with the result that the” banks 
have not been able to get the business they 
want or need in order to keep themselves 
employed. Hence of late a tendency to 
relatively low rates of discount and in- 
terest, giving to outsiders the impression of 
large abundance of funds and great finan- 
cial prosperity as well as of better banking 
accommodations than we have in this 
country. To what extent these explanations 
are well or ill founded has already been 
set forth, but it should be remembered that 
even under the best conditions, it would be 
true today that England is still suffering 
from the industrial recession which started 
some time ago, and that the reaction in 
rates which has carried them down to the 
present unusually low point is an abnormal 
development rather than a regular phase 
of the situation there. 


Flattening Out Differences 


HERE would be a much greater tend- 
ency to flatten out or iron out these dif- 
ferences and put the two countries upon 
a basis of substantial uniformity were it not 
for the difficulties of competition and of 
the transfer of funds 
from one country to the 
other. Great Britain is 
still under a gold embargo 
which tends to isolate her. 
Her rates thus from time 
to time got more or less 
out of adjustment with 
the rates of other coun- 
tries. Business depression 
and lack of demand tends 
to reduce rates, but funds 
cannot be readily shifted 
elsewhere for the reasons 
already noted. Lack of 
exchange parity and diffi- 
culties in the transfer of 
capital prevent English in- 
vestors from sending their 
funds here except under 
unusual conditions, since 
they would lose enough on 
the exchange to wipe out 
a substantial part of such 
profit as they might other- 
wise make. On the other 
hand, in times of greater 
business demand in Great Britain, American 
investors are disposed to shift their funds to 
that country, provided they can do so without 
losses on exchange or in other similar ways. 
This they have not always been able to do 
since the depreciation of sterling developed, 
there being a reluctance to buy sterling obli- 
gations at times when depreciation of the 
value of the unit in relation to the dollar 
was apparently likely to occur. Of course, 
this does not apply at the present moment, 
when rates are lower in London than they 
are here. In such conditions, no one 
would want to transfer funds to London 
even though there were no artificial ob- 
stacles to so doing, because there would be 
no profit in shifting from a more highly 
remunerated field to a less productive one. 
In so far as relates to continental markets, 
such for example as Germany, however, the 


rates there are maintained at high levels 
because of the lack of competition between 
them and outside markets where rates are 
much lower. The latter would normally 
come to the rescue if it were not for the 
fact that in so doing they would have to 
incur serious dangers of exchange losses 
and probably difficulties of collection. 


General Theory of Rates 


AVING thus reviewed the. conditions 
which govern in actual practice in the 
British and American markets, as well as, 
incidentally, in others, we may now pro- 
ceed to summarize the general theory of 


In New York’s Financial District; 
Broad St. 


the situation. This may be stated in the 
form of a series of propositions somewhat 
as follows: 

1. Money rates or capital rates tend to 
an equality all over the world. They are 
the outcome of comparison of demand 
and supply which results in producing an 
equilibrium. 

2. Such equilibrium is usually brought 
about at a rate of return which is limited 
by the productiveness of investment in any 
given country. Such productiveness may 
be higher or lower, and of course in the 
long run no borrower will pay more for 
capital than he can make by using it. 

3. Bank rates are a special case of gen- 
eral money or capital rates and are gov- 
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erned by the same factors. When they are 
high, money tends to move out of the 
general investment field and into the short 
term credit field and vice versa, while 
there is a similar movement of competi- 
tion between international markets. 

4. Rates whether for short term or long 
term funds seldom come to an absolute 
basis of equality between two international 
markets partly because there are elements 
of risk which are never quite equalized, and 
partly because of the differences in invest- 
ment opportunity already referred to which 
are nevér quite “ironed out” by competi- 
tion. 

5. Among the factors which tend to re- 
tard the establishment of 
absolute equality between 
two markets in the impor- 
tant place must be assigned 
the relative efficiency of 
banking ‘systems. Where a 
banking system slow, 
costly and clumsy, or has 
a high “overhead” due to 
the fact that it is expen- 
sively organized and oper- 
ated, there is an element 
of difference which is per- 
manent, as compared with 
rates prevailing in a mar- 
ket where the banking sys- 
tem is economical, simple 
and has a low overhead. 

6. As between Great 
Britain and the United 
States the tendency (for 
the reasons mentioned) is 
always toward the mainte- 
nance of a somewhat 
higher rate, here even 
when competition is nearly 
perfect. 

7. Such differences as 
those just referred to 
are inherent and _ can- 
not be “ironed out” 
by any Reserve Bank 
or central bank. Be- 

sides it is not the duty of a Reserve Bank 
to make rates artificially lower, but it must 
be governed to some extent by natural 
conditions existing in its own market, 
otherwise it will certainly get into trouble. 

8. At the present moment, there is a lack 
of competition between the United States 
and other countries, due to the great dif- 
ficulties which attend the effort to transfer 
funds or capital from the one to the other. 
This difficulty in enforcing competition 
naturally makes rates vary according to 
local conditions, and among these activity 
or inactivity of trade, and security or in- 
security of property and business are im- 
portant elements of business. 

9. At the present moment, business in 
Great Britain is somewhat slack and de- 
pressed, while business here is on a fairly 
active basis. There would thus be a good 
reason for higher rates at any event. 

10. Very high rates on the continent are 
the direct outcome of shortage of capital 
and insecurity of repayment. ‘These are 
aggravated by difficulty of transfer due to 
depreciated currency and other elements in 
the situation. 
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Giving the Co-operative Credit 


By C. G. RIVES, JR. 


Vice President Interstate Trust and Banking Co., New Orleans 


HERE have been so many co-opera- 

tive associations in the past which 

have failed, that the banker at first 

thought and without investigating, is 
likely to decline credit to the present co- 
operative organization. 


There were many reasons for the failure 
of those in the past and it is not necessary 
to discuss them, except to state that the 
fundamental trouble has proven to be that 
the associations were formed according to 
location instead of from the stand-point of 
the commodity. This has been proven in 
California and it was by benefiting from 
the experience in the past that the new as- 
sociations, organized from the stand-point of 
the commodity, have been formed. The 
mere organization of a co-operative asso- 
ciation does not entitle it to credit and the 
banker and the credit department must ex- 
amine carefully into the association, its or- 
ganization and its management, before re- 
commending it for credit or advancing 
credit to it. It has been found necessary 
that a long time contract be signed by the 
various members of the co-operative asso- 
ciation binding themselves to deliver to the 
association for a period of years their 


product. The amount of the product which 
must be controlled by the association de- 
pends on the nature of the product and in 
some cases, a majority must be controlled 
and in others, only a sufficient amount to 


meet market requirements. Each of these 
questions has to be studied very carefully. 
There is also the danger that the managers 
of the co-operative association will be 
tempted to allow their association to be- 
come a holding company rather than a mar- 
keting company, and a definite commitment 
from the association should be procured, 
binding them to market their product over 
a period of the time during which it is con- 
sumed. In this way, the product will bring 
the best price which the open market will 
pay during the time the goods are in demnd. 
The results obtained by the association to 
date indicate this price to be well above the 
price formerly received by the producer. 
Correct statistics. regarding the consumption 
and production must be available in passing 
on credits of this character and the nature 
of the credit, as the length of the time it 
is granted is different in each case and de- 
pends entirely on the commodity and cir- 
cumstances surrounding it. 


The same painstaking study of the com- 
modity offered must be made when ad- 
vancing credit to co-operative associations 
as would be necessary in the case of other 
prospective borrowers and the same factors 
determine the soundness of the credit in 
either case, with this exception, that under 
the “Sapiro Contract” there is turned over 
to the association a definite amount of the 
commodity usually of sufficient percentage to 
be a factor in determining the market price. 

There is to the credit of the associations 
and the bankers, wonderful achievements in 


working out and financing crops under new 
and untried conditions. One of the most 
notable cases is with the Burley Tobacco 
Growers’ Association. The net result was 
that the tobacco growers received on their 
first advance more money than they ordi- 
narily received for the entire crop. 

The War Finance Corporation has been 
most useful in the financing of these as- 
sociations and during the recent credit 
stringency furnished practically all used by 
them. 

In the cases that have come to my atten- 
tion a representative banker, conveniently 
located, was appointed to represent them and 
advances were made on his recommendation. 
In no case did they- advance over 60 per 
cent. of the value of the commodity based 
on a record of normal values in previous 
years 4nd the commodity properly ware- 
housed. 

The banks have also been active in fi- 
nancing these associations and where the cre- 
dit was too large for one bank, syndicates 
have been formed and the credit distributed 
in such amounts and at such rates of interest 
and commission to make it attractive. 


Credit Essential 


HESE associations, no matter how 

well managed, or how _ economically 
sound they might be, unless they are sup- 
plied with credit with which to make ini- 
tial advances to the farmer when he turns 
his goods over to the association, could not 
be operated. The successful operation of 
these associations is the most important 
thing now before the large agricultural in- 
terests of this country. It is only through 
these associations that they will be able to 
get a fair profit on their products regularly. 
At the same time, the product should be 
purchased by the ultimate consumer at at 
least no higher price and in many instances, 
at a lower price. Believing as I do, I am 
sure that you will agree with me, that it is 
necessary for all bankers and credit men 
who study the fundamentals of crop mar- 
keting and where, in their opinion, they do 
not believe the loans when first offered by 
associations are a good credit risk, they 
should devote thought and effort to find 
ways and means whereby the loan and con- 
tract and commodity can be so arranged 
that it will be entitled to the needed credit. 
I am advised that to date, there have been 
no losses either to the War Finance Corpora- 
tion or to banks on account of loans made 
to co-operative associations. 

Co-operative marketing has changed ma- 
terially another aspect of the credit struc- 
ture of our country. 

Formerly, in a large part of the agri- 
cultural section, farmers have been financed 
by their local banks and merchants during 
the time necessary to grow and harvest the 
crop. The maturity of the loan in most 
cases is not over thirty to sixty days after 
the crop is reasonably expected to be gath- 
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ered. The farmer, in order to keep up his 
credit, usually sold his crop within sixty to 
ninety days after it was gathered and in 
many cases, thirty days and paid off as far 
as possible the amount due for advances and 
other debts incurred during the year. The 
effects of this system of credit were far- 
reaching and affected every banker and 
merchant doing business directly or indi- 
rectly in the country or depending on the 
country for his livelihood. The result was 
that the crop, which in many cases required 
nine months to grow, was marketed at the 
point of production and competition with 
all other growers of the same commodity 
at a time when there was no demand from 
the ultimate consumer for the product and 
at prices which were correspondingly low 
in order to warrant the purchaser of the 
commodity in carrying the risk until the 
ultimate consumer purchased it. The pro- 
ducer, however, with the money received was 
enabled to pay off those debts incurred in 
making his crop, or such amount of them as 
was possible, within thirty to ninety days, 
after the crop was harvested. ‘This applies 
to the merchants, doctors and lawyers as 
well as to the banker. In turn, the mer- 
chants in the country in many cases procure 
credit from the jobber in the city based on 
the expectant payment of the farmer’s ac- 
counts in the fall. Likewise, the doctor and 
the lawyer financed themselves. All debts 
thereby were cleaned up at the end of the 
year insofar as the money received for the 
product was able to do so. 


Under the system of co-operative market- 
ing, the credit situation is materially changed. 
In the first place, the advances received by 
the farmer from the association are rarely 
ever more than 60 per cent. of the value 
of the crop. Therefore, the farmer is not 
able to pay all of his debts immediately on 
harvesting the crop, but must be carried by 
his creditors, including the banker until he 
receives the remaining proceeds from the 
sale of his product. One of the biggest 
difficulties in this situation was that the 
bankers usually held a chattel mortgage on 
the crop and refused to allow payments by 
the farmer to any of his other creditors 
until he was paid in full. This necessitated 
the merchant and other creditors to carry 
the full burden of the new system which 
was not satisfactory. The bankers, how- 
ever, realizing that the farmer still had a 
40 per cent. equity in his crop, and was 
likely to receive more for his crop than he 
had in previous years, quickly saw the 
equity of the merchants’ claim and also the 
ultimate benefit to his bank through the 
farmers receiving more money ultimately 
from their crop, thereby increasing the 
wealth of the community. This change 
naturally reflects from the country banker 
and country merchant to the city banker and 
city jobber and wholesale merchant. While 
not paid as quickly as in former years, 
their credit is a much sounder one. 


| 
/ 


The Wherefore of Deflation 


By GEORGE E. ROBERTS 


Vice-President National City Bank, New York 


Neither Inflation Nor Deflation Has Been Caused by an Act 
of Our Government. Too Much Stress On the Currency Sup- 
ply as a Factor in Inflation and Not Enough on Other Forms 
Why and How Money Retires from Circulation. 


of Credit. 


DDRESSING the Editor of the 
JouRNAL OF THE AMERICAN BANK- 
ERS ASSOCIATION banker in 
Georgia writes as follows: 
“Dear Sir: 

“Your JOURNAL is giving quite a lot of space 
to inflation and deflation, written by eminent 
2h. D.’s. 
rt have a few remarks that I would like to 
make, and a few questions that I would like 
to ask, hoping thereby to obtain some light on 
these much discussed questions. It is immaterial 
with me who answers these inquiries. Light is 
what is wanted, not so much who is who. — . 

“Tt seems from the general trend of opinion 
that our government inflates our money or_cur- 
rency. Is this right for it to do so? Is it 
worth anything to the government to inflate our 
money? Why does our government inflate our 
money unless it benefits by the inflation? 

“What causes our government to inflate the 
money? Why the government gets hard up, and 
when it is hard up inflation is a good thing for 
it? 

“The people constitute the government. Now 
the people are incorporated and call themselves. 
the government. Well, if inflation is good for 
all the people as a corporation, why is it so 
harmful to them as individuals, who form. the 
corporation? Inconsistency, oh, yes. Why is it 
that the same thing is so good for the govern- 
ment, and so vicious for the people who form the 
government? 

“Inflation seems to be the cause of deflation. 
Will the government do a thing that brings on 
such a terrible condition as deflation? Why say 
deflation is terrible? Why, the argument is that 
deflation is what breaks the people. Then in- 
flation which comes only from governmental 
sources is the government creating a condition 
to break its own people. ge 
“Is the government doing right when it_in- 
flates and doing right when it deflates? If I 
should get on both sides of this question I would 
be considered a fool, but all the fools put to- 
gether make the greatest ae rang on earth. 
“Now the government inflated our money, and 
paid our wages and for our products with the 
inflated money, and as soon as it got our goods 
and labor it deflated the money, and wants us 
to pay our taxes with ‘good sound money.’ In 
the first place inflation should not be permitted. 
In the next place a government should not be 
allowed to cancel any money that it has ever 
created. If it wears out, renew it. This would 
avoid inflation and deflation. 9 
“The idea of our population increasing, and 
reducing the amount of per capita circulation— 
a collision—is inevitable in our business. : 
“I would like for you to publish this letter if 
it is not inconsistent with your policy. I want 
these questions answered. The sooner we give 
our people information financially, the longer it 
will take Bolshevism to land on our shores.” 


Not Done Here 


COMPLETE answer to the inquiries of 
this letter would require a general 
discussion of the money question, and 
whole libraries have. been written on 
this question. Apparently our correspondent 
does not care to go to the libraries or even 
to read carefully the articles by the “emi- 
nent Ph. D.’s” to whom he refers. A thor- 
ough knowledge of money and banking in 
all phases cannot be obtained without con- 
siderable reading accompanied by serious 
thought upon the subject. Most of the 
critics are satisfied to form their opinions 
without either, in an offhand manner. 
An answer can be given, however, to the 
inquiries and comment without going into 


all phases of the subject, and we are glad 
to give one herewith: 
Our correspondent is mistaken in think- 


IT IS CLEAR 


ERE is an article on defla- 

tion by George E. Roberts 
which reduces the case to the 
simplest possible terms. 

A banker in Georgia has 
asked a number of questions 
and in some cases has attempt- 
ed to answer them himself. 
As the state of mind indicated 
by the question and comments 
is suggestive of a form of mis- 
understanding common in 
various sections of the coun- 
try and among various classes, 
the Journal turned the letter 
over to Mr. Roberts in the 
hope that this economist, who 
first came into prominence 
nationally because of his abil- 
ity to take the mystery out of 
money matters, would lift the 
veil for this inqutrer. 

Mr. Roberts, it will be 
recalled, so successfully 
preached the doctrine of 
sound money during the 
silver campaign of 1896 that 
his logic attracted nation- 
wide attention. He is one of 
the most popular writers and 
speakers on economic sub- 
jects. 

His present explanation of 
the phenomena of inflation 
and deflation which is given 
herewith might well be cir- 
culated extensively by every 
bank interested in spreading 
a better understanding of 
money and its functions.—Ed. 


ing that the currency of this country is in- 
flated and deflated by the government. 
There has been inflation by the govern- 
ments of Germany and other European 
countries, which have issued money for the 
purpose of paying their expenses, instead 
of raising revenues by taxation, or issuing 
loans when taxation proved insufficient. 
The United States Government has done 
nothing of this kind since the Civil War. 

This government permits the Reserve 
Banks to issue currency to meet the legiti- 
mate and necessary demands of trade. As 
a banker you doubtless are aware that the 
amount of currency required is not always 
the same. It is not a fixed amount. It 
cannot be exactly calculated and provided 
in advance, or regulated by law. More 
currency is needed in some seasons of the 
year than in others, because business is 
more active at one time than another. More 
is needed in the fall months than in mid- 
summer or midwinter. More is needed in 
Georgia when the cotton crop is moving 
than at other times. More is needed when 
there is a good crop than when there is a 
poor crop, or when cotton is 30 cents per 
pound than when it is 15 cents per pound. 

The greater part of the business of this 
country. is handled without the use of 
money, the payments being made with bank 
checks. As a banker you will realize that 
some banks handle more currency in pro- 
portion to their volume of deposits than 
other banks do. The country banker 
usually receives and pays more currency in 
proportion to his deposits than the city 
banker does. All bankers, however, handle 
a large amount of business that does not 
call for payments in currency. There is 
a great variation in cash payments. The 
public always has a right to call for pay- 
ments in cash if it wants to, and at times it 
has exercised that right to such an extent 
that bankers have found it impossible to 
meet the demands upon them. The panic 
of 1907 was an instance. 

In 1907 the country had practically a 
fixed amount of money. That is to say, the 
amount could be readily varied only by im- 
porting or exporting gold. Great sums of 
gold were imperted at heavy expense in 
1907 to relieve the situation. 


Too Much Emphasis 


ANY persons, like the writer of 

this letter, are inclined to lay too much 
emphasis upon the currency supply as a 
factor in inflation and not enough upon 
other forms of credit. When a bank makes. 
a loan and the borrower takes credit for 
it in his deposit account and proceeds to 
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check against it, the effect upon prices and 
business is just the same as though he took 
currency for the amount of the loan. In 
fact, after the credit is granted he uses it 
in the manner most convenient to him, 
either by check or currency, and nobody 
can tell from day to day what the cur- 
rency needs of the country will be. 

All of this is simply to explain that there 
is a genuine need for elasticity in the vol- 
ume of currency, and for some machinery 
vy which the volume may be adjusted to 
the legitimate needs of the country. The 
panic of 1907, when nearly all of the banks 
were obliged to suspend cash payments, and 
the business of the country suffered greatly 
in consequence, was a final demonstration 
and both political parties set about provid- 
ing the means by which currency supply 
might be made adjustable. 

The means provided are the Federal Re- 
serve Banks. These banks are authorized 
to issue currency to their member banks, 
either in payment of deposits or by way of 
loans, and so successfully have they dis- 
charged their duty that notwithstanding the 
critical times of 1920 and 1921, there was no 
general suspension of solvent banks. If 
it had not been for the Federal Reserve 
System, there probably would not have been 
a bank in the United States able to main- 
tain payments during those years, and bad 
as business conditions actually were, a gen- 
eral suspension of bank payments would 
have made them very much worse. 

Over the Federal Reserve Banks is the 
Federal Reserve Board in Washington, con- 
sisting of five members appointed by the 
President of the United States and two ex- 
officio members, to wit: the Secretary of 
the Treasury and the Comptroller of the 
Currency. This Board maintains super- 
vision of the system, to see that the law 
is obeyed and that the system is managed 
with a view to promoting the best interests 
of the country. 


Retirement Not Arbitrary 


HE foregoing relates to your criti- 

cism that the Government inflated the 
currency and the idea you seem to advance 
that the amount of currency should always 
be the same. The government does not 
manage the currency, except as the Fed- 
eral Reserve System may be regarded as a 
part of the government. There must be 
some means of adjusting the volume of the 
currency to the needs of business. Your 
theory that no currency once issued 
should ever be retired is impracticable. 
More currency is needed to handle the 
business in the months of September, 
October, November and December than in 
January February. As business 
slackens, currency naturally retires from 
circulation. Retirement is not an arbitrary 
act. Money accumulates in the member 
banks and they send it in to the Reserve 
Banks, which in effect retires it. Very likely 
you send currency to the centers yourself 
at times. That act is part of the process 
of retiring it. The Keserve Banks cannot 
keep money in circulation when it is not 
wanted. It retires just as freight cars are 
retired to switch tracks when railway 
traffic falls off. 

What caused the great inflation of credit 
and of currency? Evidently it was due 


primarily to the war. There never has been 
a war that did not have an effect upon 
prices and since this war involved mostly 
the whole world, it was bound to have an 
extraordinary effect upon prices. It made 
extraordinary demands upon the industries, 
caused a great rise of wages and prices, and 
it was inevitable that more credit and more 
money would be called for to carry on the 
business of the country. The whole situ- 
ation was highly artificial. Conditions were 
different from what they were in normal 
times before the war, or what they would 
naturally be in normal times after the war. 
The war had many effects that were 
abnormal, which you would not expect to 
see paralleled in ordinary times. 

No country ever financed a war without 
an inflation of credit, nor in the history of 
the world was there ever an instance of 
war prices being indefinitely maintained 
after peace was restored. As a matter of 
fact, the thing is impossible under a stable 
standard of value. It could not be without 
an artificial depreciation of the money. 
Common sense will tell any one, if he will 
listen to it, that war creates certain condi- 
tions as to the labor supply and the prices 
of commodities that are abnormal and that 
cannot be maintained when peace is re- 
established. 

The boom year of business that fol- 
lowed the Armistice was likewise abnormal. 
The end of the war released a great many 
demands that had been held in check. 
The foreign demands upon us at first in- 
creased. There was a temporary stimulus, 
but the volume of business was abnormal 
and could not be sustained. Agricultural 
production in Europe naturally revived first 
after the armies were demobilized, the 
prices of agricultural products moved back 
toward normal, importations from the 
United States fell off, prices in this coun- 
try declined, and what is called “deflation” 
began. 


Inflation Is Unavoidable 


OU say that inflation “should not be per- 

mitted.” You might add that war should 
not be permitted, but if war occurs inflation 
is unavoidable. The entire process by 
which labor was shifted from the pursuits 
of peace to carry on the war was a process 
of inflation. The recruiting of the armies 
makes a labor scarcity and the equipment 
of the army and providing it with sup- 
plies calls for more labor. The contractors 
for the army camps went into the labor 
market and deliberately bid above going 
wages to attract men. The war industries 
did the same and the peace industries raised 
wages to hold their men. The governments 
of Europe sent their representatives to this 
country to buy food stuffs and they bid 
up the prices on the grain exchanges. The 
higher level of wages and prices meant 
that more credit and more money was re- 
quired to handle an equal volume of busi- 
ness. If you had been a director in a Fed- 
eral Reserve Bank, or a member of the Fed- 
eral Reserve Board would you have insisted 
that there should be no inflation, and re- 
fused to grant an increased amount of 
credit? Would you have refused to redis- 
count loans by member banks to sub- 
scribers to the Liberty Loans? Would you 
have taken the responsibility of blocking 
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the Treasury’s plans for financing the war? 
From what you know of conditions jn 
your own locality, do you think the Liberty 
Loans would have been subscribed but for 
the liberal lending policy of the local banks 
backed by the Reserve Banks? 

As we look back we are able to see that it 
would have been better if the people had 
restricted private expenditures more closely 
in order to take the Treasury loans. There 
was much talk about economy at the time. 
Public officials, bankers and economists 
urged the people to save and buy bonds. 
We should have realized more clearly the 
importance of not competing with the govy- 
ernment for labor and materials. But it 
is not easy to educate millions of people in 
economic theory, or to change their habits, 
and the immediate, daily necessity was to 
supply the Treasury with funds. How 
could the Reserve authorities under these 
circumstances refuse to grant more and 
more credit to the member banks? 

The inflation which you condemn con- 
sisted of these grants of credit. The in- 
creased issues of currency was a result of 
allowing business to go ahead—upon the 
rising level. of wages and prices. When a 
factory pay-roll doubled, twice as much 
currency had to be furnished for it. When 
cotton rose from 10 cents a pound to 30 
and even 40, more currency was required to 
handle the crop, and so all around the 
circle of the industries. Inflation did not 
consist, as you seem to think, in forcing 
more money into circulation, but in at- 
tempting to carry on a great war and at 
the same time live and spend and consume 
privately about as before. 


Deflation Comes Naturally 


A? so deflation did not come, as you 
seem to think, by an act of the gov- 
ernment or the Federal Reserve authorities 
in suddenly withdrawing money from cir- 
culation. Deflation of the currency came 
naturally when business fell off and prices 
declined. Just as an increasing volume of 
business at higher prices called more cur- 
rency into use, so a decreasing volume of 
business at lower prices released currency 
from use and caused it to return to the Re- 
serve Banks. When cotton fell to 12 cents 
per pound not as much money was re- 
quired in your country to move the crop, 
and not as much came to you from the 
centers. As prices fell your deposits de- 
clined, and so did the deposits of all banks. 
As factories shut down not as much money 
was required for pay-rolls, and the cur- 
rency in circulation and in the pockets of 
the people was gradually paid to the stores 
and by the stores deposited in the banks, 
and the banks deposited in the Reserve 
Banks. It did not stay in circulation be- 
cause the people had nothing to give for it, 
or what they had to give brought much 
less money than before. The retirement 
of currency, in other words, was not an 
ordered or arbitrary act, but the natural 
result of the fall of prices and of de- 
pressed conditions. 

The fall of prices was not the result of 
any action by the government or the Fed- 
eral Reserve Banks; the fall of prices began 
before either the volume of bank loans or 
the volume of currency began to decline. 
The fall of prices, let it be repeated, was 
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an inevitable consequence of the return to 
peace conditions. As the war changed the 
price level upward, so the return to peace 
conditions started a reverse movement. 


The Only New Factor 


HERE has been absolutely nothing 
new, novel or strange in these price 
movements related to the war. Inflation 
and deflation have been just as always 
when wars have occurred. The only new 
factor has been the population. That is 


Their Own 


GOOD many people who rail against 

capital are beating their own backs. 

Some are savings bank depositors ; 
some have shares in building and loan 
associations; some have bought a liberty 
bond; some have ordered a stock of goods 
for their store. All of them, without 
knowing it, have performed a great mir- 
acle, for they have turned the work of 
their hands or their brains into a new 
product: which, while it helps them, is help- 
ing thousands of others. Every one of 
them is a capitalist as most of us are— 
unless we are tramps or paupers or ne’er- 


do-wells—and we may well be proud of 


the name. For capitalism, instead of being 
the devilish invention of a few selfish in- 
terests, is the great material force that has 
lifted millions from poverty, degradation 
and slavery. 

Like other human institutions, capital 
can be abused. So, too, can eyesight and 
health and education and love. Part of 
America’s great job is to remedy and 
prevent such abuses. Sane people, how- 
ever, do not cut off their feet to get rid 
of their corns. 

Capital, therefore, is today’s surplus. It 
is what gives us a better start tomorrow 
than we had today. If we don’t save it, 
we don’t have it, and when we have it, it is 
useless until it is put to work. 

If thrift is right, then it is right that 
people should acquire funds as the result 
of their industry and self-denial. But 
money that .is merely hoarded is like water 
that becomes stagnant; it is harmful, not 
helpful. When money is put to work, it is 
like water power; it turns the wheels 
of industry, increases employment and 
raises the general level of comfort. 

When every producer can create a sur- 
plus and that surplus can be gathered into 
a common fund and put to work for the 
common good we shall have reached an 
ideal condition. Towards this goal the 
forty million who have cooperated in build- 
ing up life insurance funds are showing 
the way. These millions already are “cap- 
italists” in principle. and in fact. 

From “The Greatest Family in the 
World,” issued by the Bank of the Man- 
hattan Co., New York. 


always being renewed, and most pcople 
do not learn by the experience of others. 
If they know anything about past experi- 
ence, they usually fancy that “conditions 
this time are different.” Many business 
men fully expected a crash after the war, 
but they did not know just when it would 
come. Many were misled by the boom of 
1919-1920 into thinking that there would be 
several years of such times before the 
slump, and they wanted to make the most 
of them. 

When hard times come it is always the 


thing to lay the blame on somebody and 
this time the Federal Reserve System has 
taken most of it. Now and then somebody 
lays it to the gold standard. All these 
critics assume that a way might have been 
found by which this country could engage 
in a great war, costing $30,000,000,000, 
with no other effect upon business than to 
usher in an unprecedented state of pros- 
perity. If people will use their own com- 
mon sense they will realize that there is 
something fundamentally wrong with any 
such expectation. 


Harris & Ewing. 


Chandler P. Anderson, appointed a member of the U. S.-German Claims Commission 
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Hearings in All Banking Centers 


By REUBEN A. LEWIS, JR. 


J oint Congressional Committee Will First Go to New Eng- 
land to Ascertain Why No One of the Eligible State Banks in 
Vermont and New Hampshire Is a Member of the Federal 


Reserve System. 


NATION-WIDE investigation with 
the primary object of ascertaining 
why more than 13,000 eligible banks 
do not join the Federal Reserve 

System will be launched in August, when 
the joint commission, created by. the pas- 
sage of the Rural Credits Act near the 
close of the 67th Congress, will invade 
what is considered the most hostile terri- 
tory in New England and initiate its far- 
flung inquiry. 

Congress, in considering how more credit 
might be extended to the farmers, was 
struck by the revelation that 9,678 banks, 
with resources of nearly nine billion dol- 
lars, had refrained from entering the 
System. While there appeared to be more 
or less general appreciation of the out- 
standing obstacles operating to prevent the 
banks from joining, the leaders in the 
House and Senate decided it might prove 
worth while to learn whether the certain 
loss of interest on their balance, the specter 
of branch banking, the bugaboo of par col- 
lection or the fear of hard-boiled adminis- 
trative methods was the controlling barrier. 

The decisions to hold hearings in each 
of the twelve reserve districts was reached 
by the commission at a meeting held in 
May. At that time, the scope of the in- 
quiry was so broadened as to permit almost 
unlimited “suggestions for the betterment 
of alleged existing conditions that may have 
led to criticisms of the Federal Reserve 
System in the past.” The present indica- 
tions are that, while the pertinent subject of 
the investigation will be why more banks 
are not becoming members, the committee 
will hear much testimony on “what is the 
matter with the Federal Reserve Board?” 


The Investigators 


T would have been difficult to have 

selected a committee, upon which there 
obtained a greater diversity of opinion as 
to banking practices. 

Louis F. McFadden of Pennsylvania, 
who will serve as a chairman of the com- 
mission, is a banker and, as head of the 


House Banking and Currency Committee is — 


generally accredited with having served as 
a buffer in preventing legislation unjust to 
banks from being passed. His four col- 
leagues from the House come from dif- 
ferent groups. Porter H. Dale, of Ver- 
mont, is from one of the three states 
where none of the eligible state banks have 
joined the System and presumably will 
reflect the views of his constituents. James 
G. Strong, of Kansas, is one of the out- 
standing members of the farm bloc and 
has been active in enlarging the banking ac- 


Deductions Made 


commodations of the agricultural industry 
and in seeking to extend the maturity of 
farm paper eligible for rediscount. Otis 
Wingo, of Arkansas, the ranking Demo- 
cratic member of the House Banking and 
Currency Committee, who is to take a 
prominent part in the inquiry, is sympa- 
thetic toward the smaller banks, especially 
on the matter of par collection and “the 
float” and is a strong “states-righter.” 
Henry B. Steagall, of-Alabama, the other 
minority member, is rated as a conservative. 


Thus far, the Senate members have left 
the preliminaries to their confreres in the 
House and have not indicated how active 
they will be during the inquiry. Senator 
George P. McLean, of Connecticut, Chair- 
man of the Committee on Banking and 
Currency, is the ranking member. He has 
stood firmly for sound banking practices 
during many legislative skirmishes and con- 
flicts and is regarded as a staunch conser- 
vative on all matters affecting the Reserve 
System. Senator Carter Glass, of Virginia, 
as co-author of the Federal Reserve Act, 
has been prominently identified in fighting 
the battles of the System and its practice 
of par collection. Senator O. E. Weller, of 
Maryland, is serving his first term in the 
Senate. 

Frank admission of the many diverging 
views was made by Chairman McFadden in 
the initial statement issued outlining future 
plans. 

“The general personnel of the Committee 
is such that a diversification of views is 
readily obtainable in the committee itself, 
which insures those participating in the in- 
quiry at the different points, a fair and un- 
biased consideration of the information 
presented,” he commented. “It is evident 
from this first formal meeting that all 
members have open minds and an honest 
purpose in view and are seeking informa- 
tion which they hope will be so definite 
as to enable them, when all suggestions 
are in, to make definite recommendations 
that will result in ironing out some of the 
alleged defects in the administration and 
in the law, should this be found necessary. 
The committee has been made aware of 
the fact that there is a wide difference 
of opinion as regards the present opera- 
tion of the Federal Reserve System, and 
is taking particular notice of the fact that 
even some of those close in the manage- 
ment of the System are advocating a cur- 
tailing of the present functions, while 
others claiming to be equally well versed 
with the ‘operations of the System are in- 
sisting that there shall be no curtailment 
of the services rendered member banks, but 
that these services should be broadened 
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to include many other functions deemed 
necessary, so that member banks may re- 
ceive from the twelve Reserve Banks the 
same kind of service that is now being ren- 
dered by the reserve city banks to their 
customers.” 


Services of City Banks 


OUCHING directly upon the im- 

mediate problems, Chairman McFadden 
added: “It has been brought to the attention 
of the members of the committee that many 
city banks carrying reserve deposits of non- 
member banks are responsible to a large 
degree for the non-membership in the Fed- 
eral Reserve System of those non-member 
institutions, they h-'ding out assurances to 
the non-member banks that every. service 
and facility that would be offered to them 
by membership in the System is accorded 
them, thus preserving to these big city cor- 
respondent banks the reserve balances and 
business which otherwise would flow freely 
to the Federal Reserve System. 

“It has been pointed out to members of 
the committee that such practices defeat 
the real purpose and intent of the framers 
of the Federal Reserve Act, wherein they 
attempted to so legislate as to do away 
with the permitting of reserves. Many of 
these same city reserve banks fought the 
organization of the Federal Reserve System 
on the ground that it would withdraw from 
them large portions of their country bank 
balances, and that now under the present 
operations of the par collection system 
these same banks have been relieved of the 
expense of collecting country checks. It 
has been pointed out that this burden which 
has been transferred from the city corres- 
pondent banks to twelve Federal Reserve 
Banks is now costing the Federal Reserve 
System something in excess of $10,000,000 
annually, which expense was previously 
carried in the city correspondent banks, and 
was taken care of by compensating balances 
of the country banks with the Reserve 
Banks. 

“The committee also has been apprized 
of the fear of the country banks of branch 
banking, as evidence not only at the last 
meeting of the American Bankers’ Associa- 
tion, but subsequently by resolutions passed 
by state bankers’ associations and _ local 
groups of banks, opposing the enactment of 
any legislation looking toward branch bank- 
ing, and also voicing opposition to the es- 
tablishment of branch banks under the re- 
cent ruling of the Comptroller of the 
Currency, and indicating strong opposition 
to the repeal of laws in states where branch 
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banking is permitted under their respective 
state laws.” 

The commission will enter upon the in- 
quiry well posted as to the attitude of the 
outside banks. While most of the members 
were convinced at the outset that the rea- 
sons for the small banks holding aloof 
were primarily the unwillingness to im- 
pound their reserves without gaining inter- 
est on these funds, and secondly the disin- 
clination to bear overhead expenses that 
joining the System would entail, especially 
when they could get substantially all of 
the advantages on the outside, these views 
have been strengthened by the responses 
made by more than a thousand banks to 
questionnaires broadcasted in April. 


From 1000 Replies 


5 jee chief reasons given by the non- 
member banks for not joining, summar- 
ized from the 1,000 replies are: 

Firs-—Non-payment of interest on the 
reserve required by the Federal Reserve 
System. The average small bank estimates 
that it would lose from $1,000 to $3,000 a 
year through this, alone. 

Second—Necessity for making reports 
to both the state and national authorities. 
It is contended that the Federal Reserve 
requirements for the reports and other 
data are entirely different from those now 
exacted by the states. Compliance would 
involve trouble, red tape and loss of time. 
“Our banking would be complicated rather 
than simplified, as we would be under the 
necessity of making endless additional re- 
ports,” said one typical response. 

Third—No new advantage would be ob- 
tained. The small banks claim that their 
correspondent city banks take care of them, 
without expense to themselves, without red 
tape and yet with payment of inferest on 
the balances maintained. 

Fourth—Loss of exchange fees. The par 
collection system on checks is made manda- 
tory upon all member banks, resulting in 
the sacrifice of revenues from this source. 

There have been scattering objections 

cited in the replies. The first responses 
were of a more explosive character than 
those which came later, representing calcu- 
‘lated and deliberate judgment. Many as- 
serted that they didn’t want to be bulldozed 
or coerced. A small number of the banks 
said that there had been too much politics 
in the Federal Reserve System, while others 
mentioned extravagance, particularly in the 
building of new and magnificent banks. 
The expression came from one large institu- 
tion that there had been an abundance of 
wisdom and science in the administration 
of the System but not enough heart. 

As to how compelling a part the method 
of administration has played in keeping the 
banks out, there is naturally a division of 
ofinion. It is interesting to note, however, 
that Eugene Meyer, Jr., the Managing Di- 
rector of the War Finance Corporation, 
who is generally accredited with being the 
author of the present inquiry, takes the 
view that “the problem is essentially one of 
administration, of mutual understanding, 
rather than legislation.” Mr, Meyer dis- 
counts the Reserve System limitation on 
bank dividends as a major consideration and 
helieves that even the inab‘lity to obtain 


interest on reserve balances is overshadowed 
by the difficuties growing out of adminis- 
trative policies and practices. Disclaiming 
any idea of proposing that the banks should 
be dragooned into the System, or that 
duress, compulsion or forcible measures 
should be employed, Mr. Meyer told a Con- 
gressional committee that, “If a way can 
be found on a basis of mutual interest, I 
am convinced that it would.be beneficial to 
the people of the sections in which the 
banks are located as well as to the banks 
themselves.” 


No Coercion 


HAT the commission takes a somewhat 

similar slant has been indicated by 
Chairman McFadden who says: “It is not 
the intention of this committee in any way 
to coerce banks into joining the Federal Re- 
serve System, but it is the hope that con- 
ditions of the banking system generally 
may be studied with an open mind with a 
clear view to obtaining the co-operation and 
mutual advantages to the banking institu- 
tions and the general good of the public.” 

While Congress, at the past session, 
lowered the capital requirements for mem- 
bership in the system, the effect that this 
action will have ultimately upon the country 
banks cannot be known now. It let down 
the bars by stipulating that banks possess- 
ing a paid-up, unimpaired capital of at 
least 60 per cent. but less than 100 per cent. 
of the amount sufficient to entitle them to 
become national banking associations in the 
places where they are situated under the 
provisions of the National Bank Act. The 
regulations, governing their entry had not 
been formulated late in June. 

A survey of eligible non-member state 
banks and trust companies, made by the 
Federal Reserve Board on data compiled 
in June, 1922, shows that there are actually 
13,881 banks, including 4,203 of the newly- 
qualified institutions, which might come in, 
if their officers so elected. 

By reserve districts, the distribution is 
as follows: 


Federal Banks eligible 


on 
June 30, 1922 


Philadelphia ... 
Cleveland 
Richmond 


Minneapolis 
Kansas City 
Dallas 


San Francisco 


Hearing in Banking Centers 


i its effort to make a first-hand, face- 
to-face diagnosis of the reasons of banks 
for not joining the Federal Reserve, the 
commission, after making a start in New 
England and New York will swing from the 
eastern seaboard through the northwest to 
the Pacific. Coast, returning to Washington 
through the heart of the country, and later 
in the fall, before Congress reconvenes, 
making a drive to and through southern 
banking centers as far as Texas. 
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The itinerary, as now tentatively pro- 
posed, calls for hearings in practically all 
banking centers of the country, beginning 
at Burlington, Vermont, where late in 
August the commission will hear what the 
New England bankers think about the 
present situation. In Vermont and New 
Hampshire not a single eligible state bank 
has joined the Reserve System so it is 
deemed fitting that the inquiry should start 
in territory offering the most fertile field. 
The next stop proposed is in New York 
City, where the commission plans to investi- 
gate just what accommodations and services 
the large city banks offer the non-member 
institutions. 

After returning to Washington, the 
schedule calls for hearings at Buffalo, N. 
Y., thence across the lakes to Detroit, on 
to Duluth and the northwest. Testimony 
may be taken in three cities on the Pacific 
Coast, Seattle or Portland, San Francisco 
and Los Angeles. Saying farewell to the 
golden gate, the commission will proceed 
to Phoenix, Arizona, and through New 
Mexico, perhaps making a stop in the center 
of the state, to Salt Lake City. The views 
of the middle west bankers will next be 
obtained on a trip through Kansas to Denver 
and thence to St. Louis and Cleveland or 
Columbus, Ohio. 

The voice of the southern banker will 
be heard in October, when it is proposed 
to take testimony in all the principal bank- 
ing centers below the Mason and Dixon 
line. It appears probable that the commis- 
sion will visit Richmond, Atlanta, New 
Orleans and perhaps Dallas. Concluding 
the hearings well in advance of the conven- 
ing of Congress in December, the commis- 
sion will have a fairly comprehensive idea 
of the views of the one-fifth of the 
nation’s banks that have not as yet stepped 
into the harness of the national Reserve 
System. And it is not altogether idle to 
hope that out of this wealth of informa- 
tion, some happy formula may be found 
to strengthen the Federal Reserve System 
and improve banking and credit facilities 
generally. Indications are that whatever 


Banks made eligible 
by Section 401 of the 
Agricultural Credits 

Act of a 


13,881 


the commission’s recommendations to Con- 
gress may be, they will be of a sound and 
conservative nature. Drastic changes in the 
Federal Reserve Act are not anticipated. 
Senator Glass of Virginia, has expressed 
the belief before Congressional committees 
that, if member banks were prohibited 
from paying interest on the balances of 
outside institutions, a large number of the 
country banks would speedily be brought 
into the Federal Reserve System. There 
is naturally much speculation as to how 
much support such a proposal would re- 
ceive if it were presented to Congress. 


Bank Total 

284 9 293 

329 56 385 

670 139 809 

804 265 1,069 

754 435 1,189 

605 3,074 

849 783 1,632 

607 162 869 


All Industry Interdependent 


By WALTER W. HEAD 


President the Omaha National Bank, and President Omaha Trust Company 


Relationship of the Banker and the Farmer Must Be on a Higher 
and Broader Plane for the Latter Is a Business Man Rather Than 
a Mere Tiller of the Soil. Notable Increase in Agriculture Effi- 
ciency. The Challenge of the Rural Community to the Banker. 


HE relationship of the banker 

and the farmer should and must 

be on a distinctly higher, broader 

plane. The banker must no longer 
regard himself in the role of a mentor 
instructing a child. The relation of the 
farmer toward the banker—toward the 
whole country, in fact—has changed during 
the last fifteen years and this old relation- 
ship has been outgrown. 

We all remember the “seed train” which 
used to be run across the state, with 
lecturers who talked from rear platforms 
to farmer audiences, advising them as to 
the rotation of crops and kindred subjects. 
The bankers had a part in financing those 
trips. They co-operated with agricultural 
schools and with the government in spread- 
ing the doctrine of scientific farming. That 
was a valuable work and there is credit a 
plenty for all who joined hands to make it 
possible. The farmers themselves are 
carrying it on today, working hand in hand 
with the agricultural schools, the county 
agents and the farm papers to achieve new 
standards of production. The farmer tills 
the soil far more effectively than ever 
before. 


Part of His Business 


BU today the farmer is more than a 
tiller of the soil. ‘ He is a business man. 
The actual raising of the crop is only a 
part of his business, if he is a real up-to- 
date Twentieth Century farmer. Problems 
of marketing, of distribution, of financing, 
are equally important and are becoming 
increasingly so. The complexity of our 
modern economic organization makes it 
necessary for the farmer to understand 
these problems and at least to assist in 
solving them if he is to succeed. This has 
been increasingly apparent in the last few 
years and in this new réle—as a business 
man—the farmer steadily has advanced to 
a better position. 

There was a time when the farmer was 
dependent wholly upon private marketing 
agencies, whose interest was not always 
identical with his own, whose greed for 
profits sometimes out-matched consideration 
of the farmer’s need. Today there are many 
co-operative marketing organizations that 
maintain their own elevators or warehouses 
in the producing territory, their own stor- 
age facilities at terminals, their own sales 
forces at the central markets. These agen- 
cies, in certain territory, handle a large 
part of the farmer’s crop and win for him 
more liberal treatment from the private 
agencies which still handle the bulk of his 
production. 


Today the farmer also has his own co- 
operative agencies of credit. If he is not 
satisfied with the interest rate or other 
terms upon which his local capitalist is 
willing to advance money upon a land mort- 
gage, the farmer can go directly to a gov- 
ernment institution, the Federal Land Bank. 
This bank—by reason of tax-exemption and 
other advantages incidental to its govern- 
mental character—can loan money at a 
rock-bottom rate of interest. In addition, 
the Federal government has just established 
another group of banks which permit the 
local bankers—by rediscount privileges—to 
extend the farmer credit for his current 
operations on a more favorable basis than 
ever before. If he thinks his local bank 
is not sufficiently responsive to his needs, 
this same legislation enables him to join 
with other farmers in a co-operative market- 
ing association and, through this organiza- 
tion, arrange for credit direct from the 
government banks, without the intervention 
of a commercial bank or other private 
agency. 

For years it has been the farmer’s com- 
plaint—with considerable justification—that 
he, alone of all producers, has been forced 
to market his crop on the buyer’s terms 
because of his inability to use his products, 
in storage, as a basis for credit. Today 
the agricultural credits act authorizes the 
acceptance of warehouse receipts, on non- 
perishable agricultural products, as collateral 
for loans, the same as in the case of sugar 
or other commodities of commerce. 


Broader Outlook 


developments have relieved the 
farmer from what seemed to be persecu- 
tion by short-sighted, tight-fisted, grasping 
grain dealers, landlords and bankers—for 
there were some bankers who were guilty 
of this very thing, who thought of the 
farmer principally as a weak and ignorant 
opponent in a game whose only stake was 
the collection of a high rate of interest. 
The farmer’s suspicion of the banker arose 
because of misunderstanding, because he 
judged bankers as a class by the derelictions 
of a few. Today, with these sources of 
government-controlled credit available at his 
call, the farmer cannot charge or even 
suspect that the bankers are conspiring to 
do him harm. 

As the real farmer has taken advantage 
of these opportunities, he has made himself 
a business man. Like other successful busi- 
ness men, he is equipped with credit to 
finance his operations, he is able to make 
use of labor-saving machinery, he is able 
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to barter with buyers of his products as 
their equal. This right and proper. 

The farmer’s broadened outlook, in part 
consequent upon these changes, in part 
precedent to them, has given him a new 
importance, economically and politically, 
We have today a highly developed economic 
organization. From it we derive benefits; 
for these benefits we pay the price—the 
price of increasing dependence of every 
part of the organization upon every other 
part. 


As a Single Unit 


may rust; its cogs 
may become loose; the _ revolving 
knives may be dulled. Still it will cut grass 
after a fashion. The mechanism of a fine 
watch may be thrown out of balance or 
stopped entirely by a tiny speck of dust 
or a crack in a pinion so small that one 
must use a high-powered microscope to see 
it. So it is with our economic organization. 
The finer it becomes, the more dependent 
each cog in the machine is upon every other 
cog. More and more the reaction produced 
at one point tends to travel, like the ripple 
started by a pebble in a pond, to the farther- 
most shore, although with constantly 
lessened force. 

Never, as at the present time, has the 
whole country felt the impetus of agricul- 
tural prosperity or the weight of agricul- 
tural adversity. On the other hand, never 
as now has the farmer felt the strain of 
depression in other lines of industry; never 
as now has he. felt the effect of conditions, 
both economic and political, in other lands. 
Never as now has the farmer’s prosperity 
been so essential to the prosperity of those 
engaged in other lines of industry and never 
before has the farmer found it so neces- 
sary for others to be prosperous—if he is 
to prosper. 

The whole organization is functioning 
more and more as a single unit. There is 
no such thing, relatively speaking, as eco- 
nomic isolation. When American, British, 
Swedish, French and Italian ship owners 
met in London a few days ago to discuss 
shipping rates, zones of trade, and other 
matters, they failed to invite Hugo Stinnes 
of the Hamburg-American line. He came 
without invitation. He demanded admission 
and consideration. He threatened, if he 
were barred, to wage a shipping rate war 
—backed by cheap labor and depreciated 
currency—that would know no limit. He 
won his point and sat throughout the con- 
ference. The will to exclude was there, 
but the power was not. The shipping trade 
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of the world.is a unit; whatever.affects one 
considerable part of it, affects all. ; 

As with ships, so it is in every industry 
in every trade. The world grows smaller 
day by day. The population increases. 
Men live closer together physically; there 
are no great unsettled areas which furnish 
a barrier to prevent the contact of one 
people with another. Modern methods of 
communication and transportation—the 
team engine, the telegraph, the telephone, 
the radio—have brought men closer to- 
gether mentally; distance no longer im- 
plies a barrier of time. The whole world, 
we say, is a single unit. 

As a result, the farmer listens today to 
the ticker of the stock exchange, reads the 
speeches made in a British Parliament, 
studies the crop reports of far off lands. 
He keeps in touch with these events partly 
because he likes to know what is going 
on in the world for his own enjoyment, but 
more especially because he must know, in 
order to care properly for his business. 
These far away events have a bearing on 
what his crop will bring. Similarly the 
farmer is heard each year with greater 
interest and commands greater attention. 
Fewer and fewer of the people, exclusive 
of farmers, raise any part of their own 
food. An increase in the price of our farm 
products affects the population of all the 
world. This is but one typical example 
of the way in which the higher organization 
of society makes others dependent upon 
the farmer, just ‘as it makes him dependent 
upon others. 


Political Stride 


Ts farmer’s economic advancement has 
been matched by his political stride. 
The farmer, during the last few years, has 
functioned politically with greater inde- 


pendence. At times he has developed a 
political organization of his own, inde- 
pendent of the orthodox political parties ; 
at times he has expressed himself more 
informally by his vote on primary or elec- 
tion day, without desertion of established 
political units. In either case, his vote 
has been increasingly effective. 

There are those who look upon this 
tendency as a menace. It is a menace, 
insofar as it involves the segregation of 
the farmer into a separate political unit— 
a “bloc’—insofar as it exaggerates the 
power of incompetent or misguided leader- 
ship. It is a menace in that case just as 
the similar isolation of any other group 
of our people would be a menace. Political 
“blocs,” formed upon the basis of the par- 
ticular interest of a single group of our 
citizens, are not a pathway to sound prog- 
ress; rather, they constitute an obstacle to 
progress by tending to produce extremes 
of action and reaction. 

But insofar as the farmer’s aroused 
interest in politics means simply an active, 
intelligent exercise of his rights—and duties 
—as a citizen, from that broad standpoint, 
I consider the farmer’s increasing political 
importance to be of decided benefit to the 
country as well as to himself. A change 
in the political balance always appears to 
be a menace when it is taking place. Uni- 
versal manhood franchise, back in the days 
of Andrew Jackson, was a menace in the 
eyes of those who previously had held a 


monopoly of. the .voting power by. reason 
of their possession of.a stipulated amount 
of worldly goods. Yet universal suffrage 
was a necessary step toward a real demo- 
cratic form of government. Its achieve- 
ment, by peaceful processes of gradual 
evolution, undoubtedly saved us from many 
serious ills of the body politic. Today we 
have—theoretically—universa!l suffrage. 
Every citizen has the right to vote. But 
too few of us associate the duty of the 
voter with the right to vote. Too many 
of us let others do our political thinking for 
us. The farmer has been thinking for 
himself politically. It is right that he should. 
It is good for the country that so large a 
part of its population should be giving 
attention to the problems of government. 
The thing we need—the thing I hope for— 
is that ALL of our people will do likewise. 
We do not want a farmers’ “bloc,” a manu- 
facturers’ “bloc,” a labor “bloc,” or a 
bankers’ “bloc.” But we do want men and 
women interested and awake, studious, 
earnest, who will be active participants in 
carrying on their government, whether they 
be farmers or manufacturers or bankers or 
laborers. 


Increasing Returns 


jen development of the farmer to a 
place of steadily increasing importance 
as an inter-depedent unit in our economic 
and political Hfe, has had an internal 
reaction. As he faced the necessity of be- 
coming a part of a world organization, he 
found it necessary to effect a higher degree 
of organization within his own business. 
He profited by the example of the meat 
packers, who make use of every part of 
the carcass, whose products run the range 
from beefsteak to soap, to talcum powder 
and tooth-paste. He is paying increasing 
attention to efficient operation of his farm. 
He is attempting to get the full value from 
every bit of his land under the plow. He 
is increasing the return upon every hour 
of his labor and every dollar expended. 
As our population continues to increase and 
we realize that the limit of expansion of 
agricultural acreage has been reached, this 
improved utilization of what we do have 
must be increasingly effective. 

In Nebraska we have a creamery thirty- 
nine years old. Its output the first year— 
in 1884—was 35,000 pounds of butter. To- 
day it churns that much in a single day in 
June. That is not because it has absorbed 
competitors. It is because the farmers of 


“Nebraska have developed a new by-product. 


In 1900 the entire production of butter in 
Nebraska—in creameries and on the farm 
—was less than the output of the Omaha 
plant of this one company today. 

This is the result of improved applica- 
tion of business principles to farming. Yet, 
only a beginning has been made. Future 
possibilities are untold. In Missouri—in 
1920—11.3 per cent. of all the farms had 
no garden, 10.7 per cent. produced no eggs, 
5.4 per cent. kept no chickens, 35.7 per cent. 
were without a dairy cow, 31.4 per cent. 
did not raise a pig, 20.5 per cent. did not 
raise a calf, 89 per cent. did not raise a 
lamb, 44.4 per cent. raised no fruit, 84.5 
per cent. had no pure bred animals, and 
62.6 per cent. bought feed. Undoubtedly 
there are reasons why some farmers could 
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:not do some of these things. profitably,.. but 


the percentages in every. case indicate great 
opportunities still open for the better bal- 
ancing of the agricultural industry by 
greater diversification of its output. 


the disturbing thing about the 
farming industry is the fact that, des- 
pite all this improvement in economic 
conditions, it becomes each year less attrac- 
tive to ambitious men. In the ten years 
from 1910 to 1920, the number of farm 
owners in Misscuri decreased 7,255 (3.8 
per cent.) and the number of tenants de- 
creased 7,231 (8.7 per cent.). In this same 
ten year period, the rural population of the 
United States decreased from 54.2 per cent. 
to 48.6 per cent. (including unincorporated 
towns). Each census has shown this trend 
of population from the country to the cities. 
We might account for this by the increased 
use of labor-saving equipment, were it not 
that we all know that men—thousands of 
them—have left the farm because they were 
dissatisfied with its opportunities or its 
social conditions. 

This today is the challenge of the rural 
community to the banker—a challenge to 
him not as a banker but as a citizen of 
America. It concerns us all, no matter in 
what line of business we are engaged, for 
it evidences a serious undercurrent of un- 
rest in the greatest basic industry of the 
country. More than that, it discloses a 
serious dissatisfaction among a group of 
people who, in the final analysis, constitute 
the backbone of real Americanism. At 
times, the farmer may appear to be radical; 
at times, we may think he is following false 
gods, politically and economically. But in 
the long run he is the reliance of American 
ideals as is no other single group of Amer- 
ican citizens. From generation to genera- 
tion, his sturdy independence, his eventual 
certain response to sound conservatism, has 
been the safeguard of our most cherished 
institutions. What can be done to make 
the farmer feel not merely contented with 
his business but proud of it, ambitious for 
its future—and justifiably so? 


Conditions in Missouri 


} Ren us review some of the living condi- 
tions on the farms of Missouri. Two 
out of three have no automobile—and an 
automobile is a far more necessary and de- 
sirable part of the equipment of a farm 
than it is of a city home. Only one farm 
out of thirty-five has a tractor. One in 
three has no dairy cow. A small minority 
slaughter animals for home consumption, 
which means that salt meat is a chief de- 
pendence of the farmer’s table. Only one 
in ten raises strawberries, one in forty-six 
raspberries, one in five apples, one in seven 
peaches, one in eight cherries, one in six- 
teen grapes—and the corner grocery store 
is not at hand for the easy purchase of these 
fruits. Only one in twenty-two Missouri 
farms has water piped into the house; only 
one in eighteen has electric or gas light; 
thirty-seven per cent. have no telephone. 
These things explain why farm life, in 
many instances, is not attractive. No one 
item perhaps seems of transcending im- 
portance. But in the aggregate they pic- 
ture a life vastly different from that in 
the city—a life in this period vastly less 
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satisfying, vastly more monotonous. In 
part the conditions—we may say—are in- 
herent to the industry. And yet how many 
conditions apparently fixed and unchange- 
able have given way before inventive 
genius! Who can say, for instance, but 
that the development of the radiophone 
may answer many of the problems of the 
farmer’s isolation? Who can say what 
wonders can be worked, if intelligence is 
directed to the problem? 

With this situation before him, the 
banker’s duty is plain and explicit. The 
problem is one for all of us, but for the 
banker there is the privilege and the duty 
of leadership. The very nature of the 
banker’s business brings him in close con- 
tact with the farmer. The banker—be- 
cause of this business relationship—has the 
opportunity, if he uses his God-given 
power of human sympathy and understand- 
ing, to encourage and assist his fellow-man 
engaged in farming. More than any other, 
the banker’s business gives advantages of 
broad vision and wide experience upon 
which he can draw in advising the indi- 
vidual farmer and in formulating the plan 


for helpful co-operation with the farming 
industry as a whole. 


Isolation of Ideas 


Toe things afford the banker his op- 
portunity. They impose upon him the 
duty to make use of it. 

The banker’s attitude toward the farmer 
must not be one of condescension. His 
business is as important as ours—perhaps 
more important. Factors which in past 
years have set it apart, as a thing a bit dif- 
ferent from other business activity and 
not responsive to the ordinary rules of 
business conduct, have been overcome to a 
very marked degree. Today the farmer’s 
financial isolation is a thing of the past; 
special credit legislation has brought that 
about. Today the farmer’s physical isola- 
tion is capable of very material modifica- 
tion; the telephone, the automobile, the 
radio have accomplished that. Today the 
farmer’s political isolation is on the way to 
annihilation; the farmer’s own aggressive 
action has achieved that. What we still 


need to accomplish is the wiping out of 
the farmer’s social and mental isolation. 
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This last is not a problem peculiar to 
the farmer. It is something we must face 
and must answer in the case of every unit 
of our population. We must reduce—if not 
eliminate entirely—the isolation of ideas or 
ideals on the part of foreign-born, on the 
part of labor, on the part of farmers—yes, 
on the part of bankers. We must guard 
ourselves against the danger of isolation, 
of selfish consideration of our own inter- 
ests exclusively or even primarily. We 
must all learn to function as partners 
in a common enterprise—the progressive 
development of our country as a better 
place in which to live. 


This means, now as never before, a con- 
sideration of the other fellow as one of us. 
Physically, as the population increases, we 
must live closer and closer together. The 
continued development of modern methods 
of communication, the organization of so- 
ciety into various units, materially accel- 
erates closer contact of our mental and 
spiritual beings. We cannot live to our- 
selves alone, doing as we will and for our 
own benefit only. We must recognize and 
practice ideals of mutual service, one for 
another. 


Judging a Great Institution by Small Defects 


T would be difficult to find a banker, un- 

derstanding thoroughly the Federal Re- 
serve System, willing to admit that we 
could continue a first-class commercial na- 
tion, without the Federal Reserve Banks, 
or mechanisms similar to them. Yet there 
is antagonism to the Federal Reserve 
Banks based in a measure on some minor 
mistakes in administration, but more gen- 
erally on a misunderstanding of their pur- 
poses, of what should be expected of such 
a system. 

The banker, as much as any man, is to 
blame for the present misconception. He 
found Federal Reserve Banks a_ ready 
scape-goat to blame for no matter what 
happened. If it seemed desirable to call 
a loan it was easy to say that the Federal 
Reserve Bank wished it. Innumerable re- 
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quests, which should have been refused be- 
cause contrary to good banking practice, 
were refused because the Federal Reserve 
Bank of the district in its regulatory power 
made the granting of the requests impos- 
sible. Most of all was the system blamed 
for the fact that violent inflation which 
hundreds of business men and_ bankers 
hoped might be continued forever was 
finally checked by putting up Federal Ke- 
serve interest rates. There were those who 
blamed tlie system for not having put up 
the rate soon enough and others who 
blamed it because it put up the rate at all. 

The penalty for thus blaming every busi- 
ness mishap on this vaiuable system, may 
be the loss of its much needed benefits. If 
we wish to save the present bank of the 


United States from the fate of its two pre- 
decessors, we must make known to Amer-— 
ica, to its rank and file, the splendid use- 
fulness of these institutions. 

We must admit at the outset that in their 
administration mistakes have been made, 
that governors of Federal Reserve Banks 
and members of the Federal Reserve Board 
are human beings, and in the administ:a- 
tion of the affairs of any instituticn by 
human beings, mistakes will be made, but 
these have been so insignificant as coz pared 
with the outstanding usefulness of the in- 
stitutions themselves, that they should be 
judged by the good which they have per- 
formed, which after all, has been ang 
the line of their designed achievement, 
rather than by those errors which time and 
experience can easily eliminate. 


Los Angeles School Savings Plan 


NTRODUCED less. than a year ago, 

the Los Angeles school saving plan 

has already achieved remarkable re- 

sults. Since last October school sav- 
ings has been inducted into 116 of the city’s 
schools with a total enrollment of 75,000 
pupils. Seventy thousanl four hundred 
school safes have been distributed—thus 
cvidencing the fact that over 93 per cent. 
of the children approached have pledged 
themselves to save. Of these 70,400 safes 
distributed, 31,420 are accounted for al- 
ready in actual savings accounts opened, 
and this total is mounting at the rate of 
325 accounts per day. The aggregate 
school savings deposits in the banks of 
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Los Angeles to date is $298,000—an average 
of $9.51 per account. Over 85 per cent. 
of the school children enlisted under the 
Los Angeles plan, never had bank ac- 
counts before. 

Thrift has become a part of the curricu- 
lum in the schools of Los Angeles. It 
is taught in all the classes. If the children 
are studying arithmetic, a practical prob- 
lem in saving is worked out; if it is his- 
tory, some historical application of thrift 
or saving may be given to the pupils. In 
the kindergarten and drawing work in all 
the grades, thrift posters and designs are 
made by the pupils. Results have been 
obtained which would have been thought 


impossible at the start of the campaign. 
The plan is based on four general prin- 
ciples: That all banks in the city should 
be permitted to participate in the plan; 
that the teachers and principals should be 
relieved of all detail work in receiving 
deposits, keeping records, etc.; that to the 
school children individually should be given 
entire freedom of action in choosing a bank 
for depository; that to increase the educa- 
tional value of the plan, the actual deposit- 
ing of money by the children should be 
carried on directly with the banks in the 
regulation manner and using a regulation 
pass book, as opposed to the use of school 
savings stamps, cards and such devices. 
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Par Clearance Decisions 


THOMAS B. PATON, GENERAL COUNSEL. 


ELOW.is the full text of two deci- 

sions of the Supreme Court of the 

United States handed down June 11, 
1923. In one, the Farmers and Merchants 
Bank of Monroe v. Federal Reserve Bank 
of Richmond, the validity of the North 
Carolina legislation is upheld which per- 
mits the state banks to pay at their option in 
exchange, unless the contrary is specified on 
the face by the maker, all checks presented 
by or through any Federal Reserve Bank, 
post office or express company or any re- 
spective agents thereof. 

In the other case, American Bank and 
Trust Company v. Federal Reserve Bank 
of Atlanta, the decision of the lower court 
is affirmed which means that the Federal 
Reserve Bank of Atlanta has not been 
proved guilty of wrongful intent and co- 
ercion in presenting checks at the counter 
of the drawee for cash payment and that 
no injunction will issue against such bank 
except to prevent inclusion of the names of 
nonassenting banks upon its published par 
list. The history of this case is given in 
the JouURNAL OF THE AMERICAN BANKERS 
Association for December, 1922, at page 432, 
where it is shown that the Supreme Court 
of the United States, when the case was 
previously before it, held in effect that a 
bill which alleged that the Federal Reserve 
Bank had adopted the practice of accumu- 
lating checks drawn on the plaintiff banks 
until a considerable number were on hand 
and then demanding payment in cash over 
the counter for the purpose of forcing the 
banks on which they were drawn either to 
join the Federal Reserve System or cease 
to do business, states a ground for relief, 
notwithstanding the right of the holder of 
a check to demand payment thereof in 
cash, The Supreme Court said: “The 
question at this stage is not what the plain- 
tiffs may be able to prove or what may be 
the reasonable interpretation of the de- 
fendant’s acts, but whether the plaintiffs 
have shown a ground for relief if they can 
prove what they allege.” After this deci- 
sion the case was heard upon the evidence 
in the District Court and the evidence was 
found insufficient to sustain the charges in 
the bill of illegally accumulating checks for 
presentation in such way as to oppress or 
injure the plaintiff banks. The findings of 
the District Court were approved by the 
Circuit Court of Appeals and the Supreme 
Court now affirms the Lower Courts. 


I. North Carolina Statute 
Decision 

R. JUSTICE BRANDEIS delivered 

the opinion of the Court. 

The Legislature of North Carolina pro- 
vided by Section 2 of Chapter 20, Public 
Laws of 1921, entitled “An Act to promote 
the Solvency of State banks”: 

‘That in order to prevent accumulation of un- 


necessary amounts of currency in the vaults of 
the banks and trust companies chartered by this 


state, all checks drawn on said banks and trust 
companies shall, unless specified on the face 
thereof to the contrary by the maker or makers 
thereof, be payable at the option of the drawee 
bank, in exchange drawn on the reserve deposits 
of said drawee bank when any such check is 
resented by or through any Federal Reserve 
ank, postoffice, or express company, or any 
respective agents thereof.” 


Section 1 authorizes banking institutions 
chartered by the state to charge a fee not 
in excess of one-eighth of one per cent. on 
remittances covering checks, the minimum 
fee on any remittance therefor to be ten 
cents. Section 4 exempts from the opera- 
tion of Sections 1 and 2 all checks drawn 
in payment of obligations to the Federal or 
the state government. Whether this stat- 
ute conflicts with Section 13 of the Federal 
Reserve Act (December 23, 1913, c. 6, 38 
Stat. 251, 263; as amended September 7, 
1916, c. 461, 39 Stat. 752; June 21, 1917, c. 
32, Section 4, 40 Stat. 232, 234) or other- 
wise with the Federal Constitution is the 
question for decision. 

The legislation arose out of the effort of 
the Federal Reserve Board to introduce in 
the United States universal par clearance 
and collection of checks through Federal 
Reserve Banks. See American Bank & 
Trust Co. v. Federal Reserve Bank of 
Atlanta, 256 U. S. 350. The Federal Re- 
serve Bank of Richmond serves the Fifth 
Federal Reserve District which includes 
North Carolina. Upon the enactment of 
this statute the bank gave notice that it 
considered the legislation void under the 
Federal Constitution; that, when present- 
ing checks to North Carolina state banks 
for payment over the counter, it would 
refuse to accept exchange drafts on reserve 
deposits as required by Section 2; and 
that it would return as dishonored checks 
for which only exchange drafts had been 
tendered in payment. Some checks were 
returned thus dishonored; and to enjoin 
such action, this suit was brought in a court 
of the State by the Farmers and Merchants 
Bank of Monroe and eleven other state 
banks. Two hundred and_ seventy-one 
more joined later as plaintiffs. So far as 
appears, none of them was a member of 
the Federal Reserve System or was affiliated 
with it. The trial court granted a per- 
petual injunction. The Supreme Court of 
the State reversed the decree, 183 N. C. 
546; and the case is here on writ of cer- 
tiorari, 261 U. S. —. Defendant admits 
that, if the North Carolina statute is con- 
stitutional, plaintiffs are entitled to an in- 
junction. 


Meaning of Par Clearance 


To understand the occasion for the stat- 
ute, its operation and its effect, the appli- 
cable banking practice must be considered. 
Par clearance does not mean that the 
payee of a check who deposits it with his 
bank for collection will be credited in his 
account with the face of the check if it is 
collected. His bank may, despite par clear- 
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ent matter. 


ance, make a charge to him for its service 
in collecting the check from the drawee 
bank. It may make such a charge although 
both it and the drawee bank are members 
of the Federal Reserve System; and some 
third bank which aids in the process of 
collection may likewise make a charge for 
the service it renders. Such a collection 
charge may be made not only to member 
banks by member banks, national or state, 
but it may be made to member banks also 
by the Federal Reserve Banks for the serv- 
ices which the latter render. The collection 
charge is expressly provided for in Section 
16 of the Federal Reserve Act (38 Stat. 
268) which declares that: 


“The Federal Reserve Board shall, by rule, fix 
the charges to be collected by the member banks 
from its patrons whose checks are cleared through 
the Federal Reserve Bank and the charge which 
may be imposed for the service of clearing or 
collection rendered by the Federal Reserve Bank.” 


Par clearance refers to a wholly differ- 
It deals not with charges for 
collection, but with charges incident to pay- 
ing. It deals with exchange. Formerly, 
checks, except where paid at the banking 
house over the counter, were customarily 
paid either through a clearing house or by 
remitting, to the bank in which they had 
been deposited for collection, a draft on 
the drawee’s deposit in some reserve city. 
For the service rendered by the drawee 
bank in so remitting funds available for 
use at the place of the deposit of the check, 
it was formerly a common practice to make 
a small charge, called exchange, and to de- 
duct the amount from the remittance. 


Steps to Adopt Par Clearance 


This charge of the drawee bank the 
Federal Reserve Board planned to elimi- 
nate and, in so doing, to concentrate in the 
twelve Federal Reserve Banks the clearance 
of checks and the accumulation of the 
reserve balances. used for that purpose. 
The Board began by efforts to induce the 
banks to adopt par clearance voluntarily. 
The attempt was not successful. The 
Board then concluded to apply compulsion. 
Every national bank is necessarily a mem- 
ber of the Federal Reserve System; and 
every state bank with the requisite qualifi- 
cations may become such. Over members 
the Board has large powers, as well as in- 
fluence. The first step in the campaign of 
compulsion was taken in the summer of 
1916, when the Board issued a regulation 
requiring every drawee bank which is a 
member of the Federal Reserve System to 
pay without deduction, all checks upon it 
presented through the mail by the Federal 
Reserve Bank of the district. The opera- 
tion of this requirement was at first limited 
in scope by the fact that the original act 
(Section 13) authorized the Reserve Banks 
to collect only those checks which were 
drawn on member banks and which were 
deposited by a member bank or another 
reserve bank or the United States. Few of 
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the many state banks had then elected to 
become members. In September, 1916, Sec- 
tion 13 was amended so as to authorize a 
reserve bank to receive for collection from 
any member (including other Reserve 
Banks) also checks drawn upon non- 
member banks within its district. Thereby, 
the Federal Reserve Board was enabled to 
extend par clearance to a large proportion 
of all checks issued in the United States. 
But the regulation (J) then issued ex- 
pressly provided that the Federal Reserve 
Banks would receive from member banks, 
at par, only checks on those of the non- 
member banks whose checks could be col- 
lected by the Federal Reserve Bank at par. 
It was recognized that non-members were 
left free to refuse assent to par clearance. 
By December 15, 1916, only 37 of the state 
banks within the United States, number- 
ing about 20,000, had become members of 
the system; and only 8065 of the state 
banks had assented to par clearance. 

Reserve Banks could not, under the then 
law, make collections for non-members. It 
was believed that if Congress would grant 
Federal Reserve Banks permission to make 
collection also for non members, the Board 
could offer to all banks inducements ade- 
quate to secure their consent to par clear- 
ance. A further amendment to Section 13 
was thereupon secured by Act of June 21, 
1917, c. 32, section 4, which provided, 
among other things, that Federal Reserve 
Banks: 


“Solely for the purposes of exchange or of 
collection, may receive from any non-member 
bank . . . deposits of checks . . . pay- 
able upon presentation: Provided, Such non-mem- 
ber bank maintains with the Federal Re- 
serve Bank of its district a balance sufficient to 
offset the items in transit held for its account by 
the Federal Reserve Bank.” 


To this provision, which embodied the 
legislation proposed by the Federal Re- 
serve Board, there was added, while in the 
Senate, another proviso, relating to the ex- 
change charge, now known in a modified 
form as the Hardwick Amendment, which 
declares : 


“That nothing in this or any other section of 
this Act shall be construed as prohibiting a mem- 
ber or non-member bank from making reasonable 
charges, to be determined and regulated by the 
Federal Reserve Board, but in no case to exceed 
10 cents per $100 or fraction thereof, based on 
the total of checks and drafts presented at any 
one time, for collection or payment of checks and 
drafts and remission therefor by exchange or 
otherwise; but no such charges shall be made 
against the Federal Reserve Banks.” 


Thus a Federal Reserve Bank was au- 
thorized to receive for collection checks 
from non-members who maintained with 
it the prescribed balance; and strenuous 
efforts were then made to induce all state 
banks to so arrange. But the law did not 
compel state banks to do this. Many re- 
fused; and they continued to insist on mak- 
ing exchange charges. On March 21, 1918, 
the Attorney General, 31 Ops. Atty. Gen. 
245, 251, advised the President: 


“The Federal Reserve Act, however, does not 
command or compel these State banks to forego 
any right they may have under the State laws 
to make charges in connection with the payment 
of checks drawn upon them. The act merely offers 
the clearing and collection facilities of the Fed- 
eral Reserve Banks upon specified conditions. If 
the State banks refuse to comply with the con- 
ditions by insisting upon making charges against 
the Federal Reserve Banks, the result will simply 
be, so far as the Federal Reserve Act is con- 
cerned, that since the Federal Reserve Banks can- 
not pay these charges they cannot clear or col- 
lect checks on banks demanding such payment 
from them.” 


The Federal Reserve Board and the 
Federal Reserve Banks were thus advised 
that they were prohibited from paying an 
exchange charge to any bank. But they be- 
lieved that it was their duty to accept for 
collection any check on any bank; and 
that Congress had imposed upon them the 
duty of making par clearance and collec- 
tion of checks universal in the United 
States. So they undertook to bring about 
acquiescence of the remaining state banks 
to the system of par clearance. Some of 
the non-assenting state banks made stub- 
born resistance. To overcome it the Re- 
serve Banks held themselves out as pre- 
pared to collect at par also checks on the 
state banks which did not assent to par 
clearance. This they did by publishing a 
list of all banks from whom they under- 
took to collect at par, regardless of whether 
such banks had agreed to remit at par or 
not. This resulted in drawing to the Fed- 
eral Reserve Banks for collection the large 
volume of checks which theretofore had 
come to the drawee bank by mail from 
many sources and which had been paid by 
remittances drawn on the bank’s balance in 
some reserve city. If a state bank per- 
sisted in refusal to remit at par, the Reserve 
Banks caused these checks to be presented, 


--at the drawee bank, for payment in cash 


over the counter. The practice adopted by 
the Reserve Banks would, if pursued, neces- 
sarily subject country banks to serious loss 
of income. It would deprive them of their 
income from exchange charges; and it 
would reduce their income-producing assets 
by compelling them to keep in their vaults 
in cash a much larger part of their re- 
sources than theretofore. That such loss 
must result was admitted. That it might 
render the banks insolvent was clear. But 
the Federal Reserve Banks insisted that no 
alternative was left open to them, since they 
had to collect the checks and were forbid- 
den to pay exchange charges. ‘The state 
banks denied that the Federal Reserve 
Banks were obliged to accept these checks 
for collection; and insisted that Federal Re- 
serve Banks should refrain from accepting 
for collection checks on banks which did 
not assent to par clearance. 


Statute Allows Exchange 
Payment 


It was to protect its state banks from 
this threatened loss, which might disable 
them, that the legislature of North Caro- 
lina enacted the statute here in question.* 
It made no attempt to compel the Federal 
Reserve Bank to pay an exchange charge. 
It made no attempt to compel a depositor 
to accept something other than cash in 
payment of a check drawn by him. It 
merely provided that, unless the drawer 
indicated by a notation on the face of the 
check that he required payment in cash, 
the drawee bank was at liberty to pay the 
check by exchange drawn on its reserve de- 
posits. Thus the statute merely sought to 
remove (when the drawer acquiesced) the 


* Statutes similar in purpose were enacted in 


Alabama, Florida, Georgia, Louisiana, Mississippi, 
South Dakota and Tennessee. See Annual Report 
of Federal Reserve Board, 1921, p. 70; Alabama, 
Gen. & Loc. Acts, 1920, No. 35; Florida, Laws, 
1921, c. 8532; Georgia, Laws, 1920, p. 107; Louisi- 
ana, Acts, 1920, No. 23; Mississippi, Laws, 1920, 
c. 183; South Dakota, Laws, 1921, c. 31; Ten- 
nessee, Pub. Acts, 1921, c. 37. 
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absolute requirement .of the common law 
that a check presented at the bank’s counter 
must be paid in cash. It gave the drawee 
bank the option to pay by exchange only in 
certain cases; namely, when the check was 
“presented by or through any Federal Re- 
serve Bank, post office or express company, 
or any respective agents thereof.” ‘The 
option was so limited, because the only pur- 
pose of the statute was to relieve state 
banks from the pressure which, by reason 
of the common-law requirement, Federal 
Reserve Banks were in a position to exert 
and thus compel submission to par ¢lear- 
ance. It was expected that depositors 
would co-operate with their banks and re- 
frain from making the prescribed notation; 
and that when the Reserve Banks were no 
longer in a position to exert pressure by de- 
manding payment in cash, they would cease 
to solicit, or to receive, for collection checks 
on non-assenting state banks. Thus, these 
would be enabled to earn exchange charges 
as theretofore. Such was the occasion for 
the statute and its purpose. Whether this 
legislative modification of the common-law 
rule which requires payment in cash violates 
the Federal Constitution is the question for 
decision. That it does is asserted on five 
grounds. 


Legal Tender Clause 


First. It is contended that in authoriz- 
ing payment of checks by draft on reserve 
deposits Section 2 violates the provision of 
Article I, Section 10, clause 1 of the Fed- 
eral Constitution, which prohibits a state 
from making anything except gold and 
silver coin a tender in payment of debts. 
This claim is clearly unfounded, The debt 
of the bank is solely to the depositor. The 
statute does not authorize the bank to dis- 
charge its obligation to its depositor by an 
exchange draft. It merely provides that, 
unless the depositor in drawing the check 
specifies on its face to the contrary, he 
shall be deemed to have assented to pay- 
ment by such a draft. There is nothing in 
the Federal Constitution which prohibits 
a depositor from consenting, when he draws 
a check, that payment may be made by a 
draft. And, as the statute is prospective in 
its operation, Denny v. Bennett, 128 U. S. 
489; Abilene National Bank v. Dolley, 228 
U. S. 1, 5, there is no constitutional obstacle 
to a state’s providing that, in the absence 
of dissent, consent shall be presumed. Laws 
which subsist at the time and place of the 
making of a contract, and where it is to be 
performed, enter into and form a part 
of it, as fully as if they had been expressly 
referred to or incorporated in its terms. 
This principle embraces alike those laws 
which affect its construction and those 
which affect its enforcement or discharge. 
See Ogden v. Saunders, 12 Wheat. 213, 231; 
Von Hoffman v.. Quincy, 4 Wall. 535, 550. 
If, therefore, the provision of Section 2 
authorizing payment by exchange draft is 
otherwise valid, it is binding upon the 
drawer of the check. Since it binds the 
drawer, it binds the payee and every subse- 
quent holder, whether he be a citizen of 
North Carolina or of some other state, and 
wherever the transfer of the check was 
made. Brabston v. Gibson, 9 How. 263. 
For the holder of a check has, in the 
absence of acceptance by the drawee bank, 
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na independent right to require payment 
under the general law. Bank of The Re- 
public v. Millard, 10 Wall. 152. He takes 
it subject to the construction and with 
rights conferred by the laws of North 
Carolina, the place of the bank’s contract 
and of performance. Pierce v. Indseth, 
106 U. S. 546. Compare Rouquette v. Over- 
mann, L. R. 10 Q. B. 5235. 


Due Process Clause 


Second. It is contended that Section 2 
violates the due process clause. The argu- 
ment is that defendant is a Federal corpora- 
tion authorized to engage in the business 
of collecting checks payable upon presenta- 
tion within the district, a business common 
to all banking institutions; that the right 
to engage in this branch of the business 
is a valuable property right; that while de- 
fendant has, in the past, not made any 
charge for such collections, it has the right 
to do so, and could make this branch of 
its business an important source of rev- 
enue; that to compel defendant to accept in 
payment of checks exchange drafts on re- 
serve deposits, whether good or bad, de- 
prives it of liberty of contract, and in 
effect of an important branch of its busi- 
ness, since that of collecting checks can- 
not be conducted under such limitations. To 
this argument the answer is clear. The 
purpose of the statute, as its title declares, 
was to promote the solvency of state 
banks. We should, in the absence of con- 
trolling decision of the highest court of the 
state to the contrary, construe the statute 
not as authorizing payment in a “bad” 
draft, but as authorizing payment in such 
exchange drafts only as had customarily 
been used in remitting for checks. So con- 
strued the statute is merely an exercise of 
the police power, by which the banking 
business is regulated for the purpose of 
protecting the public, and promoting the 
general welfare. Noble State Bank vw. 
Haskell, 219 U. S. 104, 575. The regula- 
tion here attempted is not so extreme as in- 
herently to deny rights protected by the due 
process clause. Compare Chicago, Burling- 
ton & Quincy R. R. Co. v. McGuire, 219 
U. S. 549, 567, 568; Central Lumber Co. v, 
South Dakota, 226 U. S. 157, 162. If 
the regulation exceeds the state’s power to 
protect the public, it must be because some 
other provision of the Federal Constitution 
is violated by the means adopted or by the 
manner in which they are applied. 


Equal Protection Clause 
Third. It is contended that the statute 


is obnoxious to the equal protection 
clause. The argument is that the Federal 
Reserve Bank of Richmond is obliged to 
accept payment in exchange drafts, where- 
as other banks with whom it might 
conceivably compete may demand cash, 
except in those cases where they present 
the check through an express company or 
the post office. It is well settled that the 
legislature of a state may (in the absence 
of other controlling provisions) direct its 
police regulations against what it deems an 
existing evil, without covering the whole 
field of possible abuses. Lindsley v. Nat- 
ural Carbonic Gas Co., 220 U. S. 61, 81; 
Missouri Pacific Ry. Co . Mackey, 127 


U. S. 205. If the legislature finds that a 
particular instrument of trade war is being 
used against a policy which it deems wise 
to adopt, it may direct its legislation 
specifically and solely against that instru- 
ment. Central Lumber Co. v. South Da- 
kota, supra, p. 160. If it finds that the in- 
strument is used only under certain condi- 
tions, or by a particular class of concerns, 
it may limit its prohibition to the condi- 
tions and the concerns which it concludes 
alone menace what it deems the public wel- 
fare. The facts recited above disclose 
ample ground for the classification made 
by the legislature. Hence, there was no 
denial of equal protection of the law. 
There remains to consider whether Section 
2 exceeds the state’s power, because Con- 
gress has imposed specifically upon Federal 
Reserve Banks duties, the performance of 
which Section 2 obstructs; and that in this 
way, it conflicts with the Federal Reserve 
Act. This is the ground on which the in- 
validity of the North Carolina Act has 
been most strongly assailed. 


Collection‘Not Obligatory 


Fourth. One contention is that Sec- 
tion 2 conflicts with the Federal Re- 
serve Act because it prevents the Federal 
Reserve Banks from collecting checks of 
such state banks as do not acquiesce in 
the plan for par clearance. The argument 
rests on the assumption that the Federal 
Reserve Bank of Richmond is obliged to 
receive for collection any check upon any 
North Carolina state bank, if such check is 
payable upon presentation; and is obliged 
to collect the same at par without allowing 
deductions for exchange or other charge. 
But neither Section 13, nor any other pro- 
vision of the Federal Reserve Act, imposes 
upon Reserve Banks any obligation to re- 
ceive checks for collection. The Act merely 
confers authority to do so. The class of 
cases to which such authority applies was 
enlarged from time to time by Congress. 
But in each amendment, as in Section 13, 
the words used were “may receive’—words 
of authorization merely. It is true that in 
statutes the word “may” is sometimes con- 
strued as “shall.” But that is where the 
context, or the subject matter, compels such 
construction. Supervisors v. United States, 
4 Wall. 435. Here it does not. This stat- 
ute appears to have been drawn with great 
care. Throughout the Act the distinction 
is clearly made between what the Board and 
the Reserve Banks “shall” do and what they 
“may” do. 

Moreover, even if it could be held that 
the Reserve Banks are ordinarily obliged to 
collect checks for authorized depositors, it 
is clear that they are not required to do so 
where ‘the drawee has refused to remit 
except upon allowance of exchange charges 
which Reserve Banks are not permitted to 
pay. There is surely nothing in the Act to 


. indicate that Reserve Banks must undertake 


the collection of checks in cases where it is 
impossible to obtain payment except by in- 
curring serious expense; as, in presenting 
checks by special messenger at a distant 
point. Furthermore, the checks which the 
Act declares Reserve Banks may receive for 
collection are limited to those “payable on 
presentation.” The expression would seem 
to imnly that the checks must be payable 
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either in cash or in such funds as are 
deemed by the Reserve Bank to be an 
equivalent. A check payable at the option 
of the drawee by a draft on distant re- 
serves would seem not to be within the 
limited class of checks referred to in the 
Act. The argument for the Federal Re- 
serve Bank is not helped by reference to 
the incidental power conferred by Section 
4. It is only “such incidental powers as 
shall be necessary to carry on the business 
of banking within the limitations prescribed 
by this [the Federal Reserve] Act” which 
are granted. No duty or right of the Fed- 
eral Reserve Bank to collect checks is ob- 
structed by the North Carolina statute 
which merely gives to the drawee bank the 
right to pay in the customary exchange 
draft, where its depositor has, by the form 
used in drawing the check, consented that 
this be done. 


Par Clearance Not Obligatory 


Fifth. The further contention is made 
that Section 2 conflicts with the Fed- 
eral Reserve Act because it interferes with 
the duty of the Federal Reserve Board to 
establish in the United States a universal 
system of par clearance and collection of 
checks. Congress did not in terms confer 
upon the Federal Reserve Board or the 
Federal Reserve Banks a duty to establish 
universal par clearance and collection of 
checks; and there is nothing in the original 
act or in any amendment from which such 
duty to compel its adoption may be in- 
ferred. The only sections which in any 
way deal either with clearance or collec- 
tion are 13 and 16. In neither section is 
there any suggestion that the Reserve 
Board and the Reserve Banks shall become 
an agency for universal clearance. On the 
contrary Section 16 strictly limits the scope 
of their clearance functions. It provides 
that the Federal Reserve Board: 

“may at its discretion exercise the functions of 
a clearing house for such Federal Reserve Banks 
and may also require each such bank to 


exercise the functions of a clearing house for its 
member banks.” 


There is no reference whatever to “par” 
in Section 13, either as originally enacted 
or as amended from time to time. There 
is a reference to “par” in Section 16; and 
it is so clear and explicit as to preclude a 
contention that it has any application to 
non-member banks; or to the ordinary 
process of check collection here involved. 
Section 16 (38 Stat. p. 268) declares: 


“Every Federal Reserve Bank shall receive on 
deposit at par from member banks or from Fed- 
eral Reserve Banks checks and drafts drawn upon 
any of its depositors, and when remitted by a Fed- 
eral Reserve Bank, checks and drafts drawn by 
any depositor in any other Federal Reserve Ban 
or member bank upon funds to the credit of said 
depositor in said reserve bank or member bank. 
Nothing herein contained shall be construed as 
prohibiting a member bank from charging its ac- 
tual expense incurred in collecting or remitting 
funds, or for exchange sold to its patrons.” 


The depositors in a Federal Reserve 
Bank are the United States, other Fed- 
eral Reserve Banks, and member banks. 
It is checks on these depositors which are 
to be received by the Federal Reserve 
Banks. These checks from these depositors 
the Federal Reserve Banks must receive. 
And when received they must be taken at 
par. There is no mention of non-member 
banks in this section. - When, in 1916, Sec- 
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tion 13 was amended to permit Federal 
Reserve Banks to receive from member 
banks solely for collection other checks 
payable upon presentation within the dis- 
trict;—and when, in 1917, Section 13 was 
again amended to permit such receipt solely 
for collection also f. certain non- 
member banks—Section 16 was left in this 
respect unchanged. In other respects Sec- 
tion 16 was amended both by the Act of 
1916 and by the Act of 1917. The natural 
explanation of the omission to amend the 
provision in Section 16 concerning clear- 
ance is that the section has no application 
to non-member banks,—even if affiliated. 

Moreover, the contention that Congress 
has imposed upon the Board the duty of 
establishing universal par clearance and 
collection of checks through the Federal 
Reserve Banks is irreconcilable with the 
specific provision of the Hardwick Amend- 
ment which declares that even a member or 
an affiliated non-member may make a 
limited charge (except to Federal Reserve 
Banks) for “payment of checks and 
remission therefor by exchange or other- 
wise.” The right to make a charge for 
payment of checks, thus regained by mem- 
ber and preserved to affiliated non-member 
banks, shows that it was not intended, or 
expected, that the Federal Reserve Banks 
would become the universal agency for 
clearance of checks. For, since against 
these the final clause prohibited the mak- 
ing of any charge, then if the Reserve 
Banks were to become the universal agency 
for clearance, there would be no oppor- 
tunity for any bank to make as against any 
bank a charge for the “payment of checks.” 
The purpose of Congress in amending Sec- 
tion 13 by the Act of 1917 was to enable 
the Board to offer to non-member banks 
the use of its facilities which it was hoped 
would prove a sufficient inducement to 
them to forego exchange charges; but to 
preserve in non-member banks the right to 
reject such offer; and to protect the in- 
terests of member’ and affiliated ron- 
member banks (in competition with the 
non-affiliated state banks) by allowing also 
those connected with the Federal System to 
make a reasonable exchange charge to 
others than the Reserve Banks. 


Par Clearance Power Limited 


The power of the Federal Reserve Board 
to establish par clearance was, thus, limited 
by the unrestricted right of unaffiliated 
non-member banks to make a charge for 
exchange and the restricted right of mem- 
bers and affiliated non-members to make 
the charge therefor fixed as reasonable by 
the Federal Reserve Board. No bank could 
make such a charge against the Federal 
Reserve Banks—because these were pro- 
hibited from paying any such charge. 
Member and non-member affiliated banks, 
because they were such, performed the 
service for the Federal Reserve Banks with- 
out charge. Unaffiliated non-member banks 
were under no obligation to do so. Thus 
construed, full effect may be given to 
all clauses in the Hardwick Amendment 
as enacted. It in no.way interferes with 
the right of a depositor in a non-affiliated 
state bank to agree with his bank that the 
checks which he might draw should (unless 
otherwise indicated on their face) be pay- 


able, at the option of the drawee, in ex- 
change in certain cases. 

The North Carolina statute here in 
question does not obstruct the perform- 
ance of any duty imposed upon the Fed- 
eral Reserve Board and the Federal Reserve 
Banks. Nor does it interfere with the exer- 
cise of any power conferred upon either. 
It is therefore consistent with the Federal 
Reserve Act and with the Federal Consti- 
tution. Reversed. 

Mr. Justice VAN DeEvANTER and Mr. 
Justice SUTHERLAND dissent. 


II Atlanta Bank Decision 


Mr. Justice BRANDEIS 
opinion of the Court. 

After the decision in this case reported 
in 256 U. S. 350 an answer was filed which 
denied, in large part, the allegations of the 
bill. Then, by an amended answer, the 
Federal Reserve Bank disclaimed any in- 
tention of demanding payment in cash, 
when presenting checks at the banks, and 
averred its willingness to accept payment 
in drafts, either on the drawee’s Atlanta 
correspondent or on any other solvent bank, 
if collectible at par. The District Court 
heard the case upon the evidence. It 
found that the Federal Reserve Bank was 
not inspired by any ulterior purpose to 
coerce or to injure any non-member bank 
which refused to remit at par. It found 
that the evidence was insufficient to sustain 
any charge that the Federal Reserve Bank 
was exercising its rights so as to injure 
or oppress plaintiff banks. And it found, 
specifically, that the evidence did not sus- 
tain the charge that the Federal Reserve 
Bank accumulated checks upon non-member 
country banks until they reached a large 
amount and then caused the checks to be 
presented for payment over the counter, in 
order to compel plaintiff banks to keep in 
their vaults so much cash that they would 
be obliged either to agree to remit at par 
or to go out of business. With regard to 
publication on the par list of the names 
of non-assenting banks, the District Court 
held that the evidence did not justify a 
finding that such publication was made in 
order to injure or oppress plaintiff banks. 
But it was of opinion that insertion of 
their names might lead to the belief that 
the plaintiff banks had agreed to remit at 


delivered the 


par. An injunction was, therefore, granted 
against inclusion of their names on the 
par list. The relief sought was in all other 


respects denied. The decree left the Fed- 
eral Reserve Bank free to publish that it 
would make collection at par of checks 
upon any bank in any town, thus includ- 
ing those in which plaintiffs had their 
respective places of business. 280 Fed. 
940. These findings were approved by the 
Circuit Court of Appeals; and the decree 
was affirmed, 284 Fed. 424. 

The case is here on an appeal taken by 
the plaintiffs. The evidence was confict- 
ing. No adequate reason is shown why 
the concurrent findings of fact made by 
the two lower courts should not be ac- 
cepted by us. Luckenbach v. W. J. 
McCahan Sugar Refining Co, 248 U. S. 
129, 145. Whether on the undisputed facts 
plaintiffs were entitled to additional relief 
is the main question for decision. In order 
to decide that question it is necessary to 


consider the course of business formerly 
prevailing and the changes wrought by 
the attempt to introduce universal par clear- 
ance and collection of checks through the 
Federal Reserve Banks. 


How Checks Collected 


A large part of the checks drawn on 
country banks are sent to payees who 
reside in places other than that in which 
the drawee bank is located. Payment of 
such a check is ordinarily secured through 
the payee’s depositing it in his local bank 
for collection. This bank ordinarily used, 
as the means for presenting the check to 
the drawee, a clearing house and/or cor- 
respondent banks. Formerly when the 
check was so presented, the drawee ordi- 
narily paid, not in cash, but by a remit- 
tance drawn on his balance in some re- 
serve city or by a credit with some cor- 
respondent. This process of collection 
yielded to the country bank a two-fold 
profit. It earned some profit by the small 
service charge called exchange, which it 
made for the remittance or the credit. And it 
earned some profit by using the depositor’s 
money during the period (sometimes 
weeks) in which the check was travelling 
the often circuitous route, with many stops, 
from the payee’s bank to its own, and also 
while the exchange draft was being col- 
lected. These avenues to profit are, in 
large measure, closed by the Federal Re- 
serve Banks’ course of action. These banks 
do not pay any exchange charges to the 
drawee. And their superior facilities so 
shorten the time required to collect checks 
that the drawee bank’s balances available 
for loans are much reduced. Largely be- 
cause of the fact that the Reserve Banks 
thus make the collection without any de- 
duction for exchange, most checks on 
country banks are now routed through the 
Reserve Banks. Although there is, as the 
District Court found, no intentional ac- 
cumulation or holding of checks in order ‘to 
embarrass, the advantages offered by the 
Federal Reserve Banks have created a 
steady flow in increased volume of checks 
on country banks so routed. That the action 
contemplated by the Federal Reserve Bank 
will subject the country banks to certain 
losses is clear. In order to protect them 
from the resulting loss it would be neces- 
sary to prevent the Federal Reserve Banks 
from accepting the checks for collection. 
For these banks cannot be compelled to pay 
exchange charges or to abandon superior 
facilities. 


Can Collect from Non-members 


The contention is that the injunction 
should issue, because it is ultra vires 
the Federal Reserve Banks to collect checks 
on banks which are not members of the 
System or affiliated with it, through estab- 
lishing an exchange balance, and which have 
definitely refused to assent to clearance at 
par. It is true that Congress has created 
in the Reserve Banks institutions special in 
character, with limited functions and with 
duties and powers carefully prescribed. 
Those in respect to the collection of checks 
are clearly defined. The original act (Act 
of December 23, 1913, c. 6, sec. 13, 38 Stat. 
251, 263) authorized the Reserve Banks to 
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“receive from any ef its member banks, and from 
the United States, deposits of - Checks . .. 
upon solvent member banks payable upon pre- 
sentation; or solely for exchange purposes may 
receive from other Federal Reserve Banks deposits 
of . . . checks . . . upon solvent member or 
other Federal reserve banks payable upon presen- 


tation.” 


By the amendment to Section 13 of Sep- 
tember 7, 1916, c. 461, 39 Stat. 752, the 
class of checks receivable was extended 
to “checks payable upon presentation within 
the district.” By the amendment to Sec- 
tion 13 of June 21, 1917, c. 32, sec. 4, 40 
Stat. 232, 235, the class of banks from 
which checks might be received “solely for 
collection” was extended. By the latter 
amendment the facilities offered by the 
Federal Reserve Banks were made avail- 
able also to such non-members as became 
affliated with the Federal Reserve System 
by establishing the required balance “to 
offset items in transit.” It is true, also, 
that in practice this amendment might 
result in excluding checks on particular 
banks from the class collectible through the 
Federal Reserve Banks. For it enacted the 
clause which prohibits payment of ex- 
change charges by Federal Reserve Banks. 
And as this prohibition would prevent Re- 
serve Banks from using the usual channels 
in making collection of checks drawn on 
those country banks which insist upon ex- 
change charges, the Reserve Bank might 
find it impossible or unwise, as a matter of 
banking practice, to collect such checks at 
all. But the class of checks to which the 
Reserve Bank’s collection service might 
legally be applied, was left by the amend- 
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ment as those “payable upon presentation 
within its district.” Wherever collection 
can be made by the Federal Reserve Bank, 
without paying exchange, neither the com- 
mon law, nor the Federal Reserve Act pre- 
cludes their undertaking it; if it can be 
done consistently with the rights -of the 
country banks already determined in this 
case, 256 U. S. 350. 


Can‘ Collect Over Counter 


Federal Reserve Banks are, thus, au- 
thorized by Congress to collect for other 
Reserve Banks, for members, and for affili- 
ated non-members, checks on any bank 
within their respective districts, if the check 
is payable on presentation and can in fact 
be collected consistently with the legal 
rights of the drawee without paying an 
exchange charge. Within these limits Fed- 
eral Reserve Banks have ordinarily the same 
right to present a check to the drawee bank 
for payment over the counter, as any other 
bank, state or national, would have. For 
Section 4 (38 Stat. 251, 254) provides that 
the Federal Reserve Banks shall have 
power: 

“Seventh. To exercise by its board of 
directors or duly authorized officers or 
agents, all powers specifically granted by the 
provisions of this Act and such incidental 
power as shall be necessary to carry on 
the business of banking within the limita- 
tions prescribed by this Act.” 

The findings of fact negative the charges 
of wrongful intent and coercion. The Fed- 


eral Reserve Bank has formally declared 
that it is willing, when presenting checks, 
to accept in payment a draft of the drawee 
bank upon its Atlanta correspondent or 2 
draft upon any other solvent bank—if col- 
lectible at par. Country banks are not 
entitled to protection against legitimate 
competition. Their loss here shown is 
of the kind to which business concerns are 
commonly subjected when improved facil- 
ities are introduced by others, or a more 
efficient competitor enters the field. It is 
damnum absque injuria. As the course of 
action contemplated by the Federal Re- 
serve Bank is not ultra vires, we need not 
consider whether lack of power, if it had 
existed, would have entitled plaintiffs to 
relief. Compare National Bank v. Mat- 
thews, 98 U. S. 621; Blair-v. Chicago, 201 
U. S. 400, 450. 

Some minor objections are urged. The 
Federal Reserve Bank of Atlanta serves, 
directly, only the Sixth Reserve District, 
which includes Georgia. .It is contended 
that the decree should be reversed because 
the District Court refused to allow the in- 
tervention as plaintiffs of banks located 
vutside of that ‘district; because that court 
refused to admit evidence of the activities 
engaged in by other Federal Reserve Banks 
in other districts under the approval of the 
Federal Reserve Board; and because the 
court admitted certain joint answers to 
interrogatories propounded under Equity 
Rule 58. We cannot say that the trial 
court abused the discretion vested in it, 
or erred, in so ruling. Affirmed. 


Check Without Address of Bank 


A business in New York keeps his 
bank account in New Jersey and de- 
sires to have his checks so imprinted that 
only the name with the A. B. A. number of 
the bank will appear thereon, omitting a 
statement of the town in which the bank 
is located. The bank asks as to the legality 
of such a check. Opinion: While it ts 
customary and practically necessary that 
the location of the bank be shown on the 
check to enable the holder to know where 
to present it, a bill of exchange or check, 
with only the name and not the address of 
the drawee is valid and negotiable under 
the Negotiable Instruments Act. In the 
present case, the A. B. A. number would 
indicate the location of the drawee to any 
bank in which such a check was deposited. 


From New Jersey:—One of our depositors who 
has his business in New York City, has requested 
us to prepare a check book for him with his 
name on the end as usual, and “New York’’ on 
the date line instead of ‘“Blanktown, N. J.,” 
which is correct, since his business is in New 
York. However, he further requests that the 
name of our bank be printed on the check just 
“Blanktown Trust Company” without any address 
such as “Blanktown, N. J.” noted thereon, but 
giving our A number. We would be 
pleased to have your opinion whether or not this 
should be allowed, and whether it is compulsory 
that our address be on the check? Just what is 
the law in this connection—is it our responsibility, 
should we insist, or does he assume all responsi- 
bility? 


Generally, it is customary to designate on 
a check the location of the bank upon which 
drawn. Daniel on Negotiable Instruments 


(Opinion of General Counsel) 


(Section 96) says that a bill of exchange 
should be regularly addressed to the drawee 
by his name “and also by a designation of 
his place of residence” as this “is requisite 
to perfect the bill in a proper and business- 
like manner and without such accuracy in 
the address it does not appear who should 
be called upon to accept or pay it or who 
would be justified in so doing.” 

It would seem, however, under the Nego- 
tiable Instruments Act, that a check simply 
addressed to a bank by name without giving 
the place where the bank is located, would 
constitute a complete negotiable instru- 
ment. 

Section 1 (5) of the Negotiable Instru- 
ments Act provides as a requisite to nego- 
tiability that “where an instrument is ad- 
dressed to a drawee he must be named or 
otherwise indicated therein with reasonable 
certainty.” This omits any requirement 
that the address of the drawee be inserted 
in the bill. That the law contemplates that 
a check or draft may be valid and nego- 
tiable although the address of the drawee 
is not given in the instrument is indicated 
by Section 73 which, regulating present- 
ment of such an instrument, provides: 
“Presentment for payment is made at the 
proper place (3) where no place 
of payment is specified and no address is 
given and the instrument is presented at the 
usual place of business or residence of the 
person to make payment.” 


Criticism of the omission of the address 
of the drawee would therefore rest more on 
practical than on legal considerations. In 
any case where the location of the drawee 
was not known to the holder, there would 
be difficulty in negotiating the instrument 
and presenting it for payment. 

In the case stated by you, the drawer 
desires to have a form of check which will 
give the name but not the address of the 
bank further than the American Bankers 
Association number. This number would 
be unknown to the general public but would 
indicate to any bank handling the draft the 
location of the drawee. From the stand- 
point of the bank there would be nothing 
to prevent its honoring checks so printed 
when presented. From the standpoint of 
the depositor, however, he might find diffi- 
culty in negotiating such checks because, 
being located in one state and drawing on 
a bank located in another state, the payee 
of the check or a holder subsequent to the 
payee, would often be at a loss to know 
where to present the check in all those 
cases where the payee or holder kept no 
bank acount. The drawing of a check in 
this form would, it seems to me, have the 
practical effect of restricting its use and 
negotiability to that class of holders who 
utilize banks as a place of deposit. If this 
form of check serves the purpose of the de- 
positor, I see no reason why the bank 
cannot comply with his request. 
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Freedom of National Banks from 
State Escheat Laws 


By THOMAS B. PATON, GENERAL COUNSEL 


DECISION of utmost importance 

to national banks in every state of 

the Union was handed down by 

the Supreme Court of the 
United States on June 4, 1923, in the case 
of First National Bank of San Jose against 
the State of California. The precise point 
decided is that a state law which provides 
for the escheat to the state of amounts to 
the credit of depositors in national banks 
whose whereabouts are unknown, which 
have been unclaimed for a specified period 
of years is in conflict with the laws of the 
United States relative to national banks and 
therefore invalid. 

The underlying principle upon which the 
decision is based is that national banks, 
being instrumentalities of the Federal Gov- 
ernment, must be free from such state 
interference as would impair their efficiency 
as governmental agencies and it is held that 
if a state had power, after a specified period 
of years, greater or less, to so interfere 
with the relations and qualify the agree- 
ment between bank and depositor as to 
take from the custody of the bank and 
place in the state the amounts due certain 
depositors who had not made claim therefor 
within such specified period of years, this 
principle would be violated; for the 
natural result of such a policy might well 
be to decrease the ability of the bank to 
obtain deposits and the resultant crippling 
of the institution would impair its efficiency 
as a Federal agency. 


This decision protects unclaimed deposits 
in national banks in every state of the 
Union from escheat to the state and has 
more immediate application in those par- 
ticular states whose laws now provide for 
the escheat of bank deposits. 


California Escheat Statute 


California statute which provides 
for the escheat to the state of bank 
deposits unclaimed for more than twenty 
years and directs the Attorney General to 
sue for judgment is thus referred to in the 
opinion of the Supreme Court of the United 
States: 


“Section 1273, California Code of Civil Pro- 
cedure, declares, ‘All amounts of money hereto- 
fore or hereafter deposited with any bank to the 
credit of depositors who have not made a deposit 
on said account or withdrawn any part thereof 
or the interest, and which shall have remained 
unclaimed for more than twenty years after the 
date of such deposit, or withdrawal of any part of 
principal or interest, and where neither the de- 
positor or any claimant has filed any notice with 
such bank showing his or her present residence, 
shall, with the increase and proceeds thereof, 
escheat to the state.’ It further directs the At- 
torney General to institute actions in the Superior 
Court for Sacramento County against banks and 
depositors to recover all such amounts, ‘and if it 
be determined that the moneys deposited in an 
defendant bank or banks are unclaimed as stated, 
then the court must render judgment in favor of 


the state declaring that said moneys have es- 
cheated to the state and commanding said bank 
or banks to forthwith deposit all such moneys 
with the state treasurer, to be received, invested, 
accounted for and paid out in the same manner 
and by the same officers as is provided in the 
case of other escheated property.’ Section 15 of 
the Bank Act contains similar provisions.” 


Reasoning of Supreme. Court 


IN a proceeding under the above statute 
the Superior Court gave judgment for 
the state against the First National Bank 
of San Jose for the amount credited upon 
its books to a particular depositor which 
had been unclaimed for more than twenty 
years and this judgment was affirmed by 
the Supreme Court of California (see 186 
Pac. Cal. 746; 200 Pac. 612). Reversing 
the judgment and holding that the Cali- 
fornia statute is invalid so far as it applies 
to national banks, the Supreme Court of 
the United States, speaking through Mr. 
Justice McReynolds, says: 


“Section 5136, U. S. Revised Statutes, confers 
upon national banks power to receive deposits, 
which necessarily implies the right to accept 
loans of money, promising to repay upon demand 
to lender or his order. These banks are instru- 
mentalities of the Federal Government. Their 
contracts and dealings are subject to the opera- 
tion of general and undiscriminating state laws 
which do not conflict with the letter or the gen- 
eral object and purposes of congressional legis- 
lation. But any attempt by a state to define their 
duties or control the conduct of their affairs is 
void whenever it conflicts with the laws of the 
United States or frustrates the purposes of the 
national legislation or impairs the efficiency of the 
bank to discharge the duties for which it was 
created. Davis v. Elmira Savings Bank, 161 U. 
S. 275, 283, 288, 290. 


_ “National banks organized under the act are 
instruments designed to be used to aid the gov- 
ernment in the administration of an important 
branch of the public service. They are means 
appropriate to that end. * * * Being such means, 
brought into existence for this purpose, and in- 
tended to be so employed, the states can exercise 
no control over them, nor in any wise affect their 
operation, except in so far as Congress may see 
proper to permit. Anything beyond this is ‘an 
abuse, because it is the usurpation of power which 
a_ single state cannot give.’’’ Farmers’ and Me- 
chanics Nat. Bank v. Dearing, 91 U. S. 29, 33, 34. 


“Congressional legislation in respect of national 
banks ‘has in view the erection of a system ex- 
tending throughout the country, and badcnatiiont. 
so far as powers conferred are concerned, of state 
legislation which, if permitted to be applicable, 
might impose limitations and _ restrictions as 
various and as numerous as the States.’ Easton v. 
Iowa, 188 U. S. 220, 229. 


“Plainly, no state may prohibit national banks 
from accepting deposits or directly impair their 
efficiency in that regard. And we think, under 
circumstances like those here revealed, a State 
may not dissolve contracts of deposit even after 
twenty years and require national banks to pay 
to it the amounts then due; the settled principles 
stated above oppose such power. 


“Does the statute conflict with the letter or 
general object and purposes of the legislation by 
Congress? Obviously, it attempts to qualify in 
an unusual way agreements between national 
banks and their customers long understood to arise 
when the former receive deposits under their 
plainly granted powers. If California may thus 
interfere other States may do likewise; and, in- 
stead of twenty ears, varying limita- 
tions may be prescribed—three years perhaps, or 
five, or ten, or fifteen. We cannot conclude that 
Congress intended to permit such results. They 
seem incompatible with the purpose to establish a 
system of governmental agencies specifically em- 
powered and expected freely to accept deposits 
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from customers irrespective of domicile with the 
commonly consequent duties and liabilities. The 
depositors of a national bank often live in many 
different states and countriesg and certainly it 
would not be an immaterial thing if the deposits 
of all were subject to seizure by the State where 
the bank happened to be located. The success of 
almost all commercial banks depends upon their 
ability to obtain loans from depositors, and these 
might well hesitate to subject their funds to possi- 
ble confiscation. 


“This Court has often pointed out the necessity 
for protecting Federal agencies against interfer- 
ence by state legislation. The approved principle 
of obsta principiis should be adhered to. McCul- 
loch v. Maryland, 4 Wheat 316; Osborn v. United 
States Bank, 9 Wheat. 738; Farmers’ etc. Bank 
v. Dearing, supra; California v. Central Pacific 
R. R. Company, 127 U. S. 1; Davis v. Elmira 
Savings Bank, supra; Easton v. Iowa, supra; 
Covington v. First National Bank, 198 U. S. 100; 
Farmers’, etc. Bank v. Minnesota, 232 _U. S. 516; 
Choctaw, Oklahoma & Gulf R. R. Company v. 
Harrison, 235 U. S. 292; Bank of California v. 
Richardson, 248 U. S. 476.” 


Constitutionality of Laws 


HE decision of the Supreme Court, it 

is seen, is not based on constitutional 
grounds but simply on the principle that 
for the state to escheat unclaimed deposits 
would interfere with a national bank. The 
question is naturally of interest to banks 
organized under state laws whether the 
validity of statutes providing for the 
escheat to the state of unclaimed deposits 
of unlocated depositors can be assailed upon 
constitutional grounds. Escheat laws appli- 
cable to property generally proceed on the 
theory that the owner is dead, leaving no 
heirs and that the state is the ultimate heir; 
and the fact of death of the owner is not 
always susceptible of positive proof but 
often based on presumption from long-con- 
tinued disappearance or absence. Now, 
when the state provides that after a given 
number of years the unclaimed deposit of an 
unlocated individual, not proved to be dead 
except by presumption from long-continued 
absence, shall after certain legal proceed- 
ings vest in the state with all right of 
reclamation thereafter barred should the 
depositor reappear, the question arises 
whether there is not a violation of the Four- 
teenth Amendment which prohibits the state 
from depriving any person of his property 
without due process of law or from denying 
any person within its jurisdiction the equal 
protection of the laws; and whether there 
is not also, a violation of Section 10 of 
Article 1 which forbids the state to pass 
any law impairing the obligation of con- 
tracts? <A brief resumé of some of the 
principal decided cases involving constitu- 
tionality of escheat laws will be made and 
in this connection a distinction must be 
drawn between escheat acts, properly 
so-called and statutes which make the state 
a trustee or custodian of unclaimed deposits 
coupled with a provision that they shall be 
paid over to the true owner whenever his 
right thereto is established. 
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State As Trustee 


T= constitutionality of state statutes 
providing for the transfer to the stae 
of deposits unclaimed for a period of years 
with provision for ultimate payment by the 
state to the lawful owner should he after- 
wards appear, has been upheld by both the 
United States and State Supreme Courts. 

Thus in Provident Institution for Savings 
y. Malone, 221 U. S. 600 a statute of Massa- 
chusetts provided that deposits in savings 
banks which have remained inactive and 
unclaimed for thirty years, where the claim- 
ant is unknown or the depositor cannot be 
found, shall be paid to the State Treasurer 
and Receiver General, to be held by him as 
trustee for the true owner or his legal repre- 
sentatives. ‘The Supreme Court of the 
United States held that the statute was 
reasonable and did not violate the Federal 
Constitution. It denied the contention of 
the bank “that to deprive it of the benefit 
of such deposits is to take property with- 
out due process of law.” ‘The court said: 
“If the statute had provided that the money 
should be paid over to the Receiver General 
if the owner, after a short absence could 
not be found or if the account remained 
inactive for a brief period, a very different 
question would be presented from that 
arising under an act which deals with 
absence and nonaction so long continued 
as to suggest that the law of escheats or 
of lost property might be enforced. This, 
however, is not a statute of escheats, since 
it does not proceed on the theory that the 
depositor is dead, leaving no heirs. It does 
not purport to dispose of such property, but 
deals with a deposit the owner of which, 
though known, cannot be found. The act 
is like those which provide for the appoint- 
ment of custodians of real and personal 
property of an absentee * * *. The right 
and power so to legislate is undoubted. 
Cunnius v. Reading School District, 198 
U. S. 458.” 

Again in Commonwealth v. Dollar Sav- 
ings Bank, 102 Atl. (Pa.) 569 the Penn- 
sylvania statute of 1872 provided that de- 
posits in savings banks unclaimed for thirty 
years should be paid over to the State 
Treasurer and thereafter no action should 
be brought against the savings bank for 
the deposit but at any time thereafter an 
action might be brought against the State 
Treasurer by the depositor or his legal 
representatives. The Supreme Court of 
Pennsylvania upheld the validity of the act. 
It pointed out that it was “not an escheat 
act” as it “did not provide for seizing prop- 
erty presumed to be without an owner but 
rather for taking into possession by the 
sovereign commonwealth for the protection 
of both state and owner of a certain class 
of property which is subject to escheat. 
** * The rights of the owner are amply 
protected by giving him a cause of action 
against the commonwealth, with full provi- 
sion for legal proceedings and final process, 
under which either he or his legal repre- 
sentatives can recover the amount of the 
deposit upon proof of identity. This is 
neither depriving the depositor of his prop- 
erty nor taking it for public use within the 
meaning of either the Federal or State 
Constitutions.” 


Pennsylvania Escheat Act 


“TURNING to acts which provide escheat 
of unclaimed deposits to the state with 
no right of reclamation or limitation of 
such right to a specified period after 
escheat, the Supreme Court of Pennsylvania 
in Germantown Trust Co. v. Powell, 108 
Atl. 441 has upheld the constitutionality of 
the escheat act of Pennsylvania of 1915. 
That Act, among other things, provides 
that every bank doing business under the 
laws of Pennsylvania with certain excep- 
tions, must make report of deposits 
unclaimed for fourteen years. Such 
deposits escheat to the state in seventeen 
years and provision is made for proceeding 
by the Attorney General for a decree of 
escheat, with a further provision that law- 
ful owners may, within ten years after pay- 
ment into the State Treasury, recover the 
same upon satisfactory proof of ownership. 

The court asserted the sovereign power of 
the state to take charge of property aban- 
doned or unclaimed for a period of time 
or which has no known owner. It denied 
a contention that the act impaired the obli- 
gation of the contract of the bank to pay 
the depositor upon demand and, further 
denied the contention that the act deprived 
the owner of his property without due 
process of law because it failed to provide 
for the proper ascertainment of the fact 
of the death of the owner without known 
heirs. As the statute required a report of 
unclaimed deposits and required the Auditor- 
General to keep open to public inspection 
an alphabetical index of the names of 
depositors and also provided a judicial pro- 
ceeding for a decree of escheat with further 
provision for récovery from the state within 
ten years thereafter, the court held that 
the due process clause was not violated. 
It said: “While the fact of death is estab- 
lished only presumptively by failure of the 
owner or any known heirs to appear, this 
is not, in itself, sufficient to constitute a 
denial of due process of law or the equal 
protection of the law within the meaning 
of the provisions of the State and Federal 
Constitutions.” 

The court held in a companion case 
(Columbia National Bank v. Powell, 108 
Atl. 445) that the act did not apply to 
national banks because of the settled policy 
of the Pennsylvania courts “that state 
statutes referring in general terms to banks 
will not be construed to include national 
banks in the absence of express provision 
to that effect,” the court finding it unneces- 
sary to decide the power of the state to 
make such a statute applicable to national 
banks. This power has now been denied 
by the Supreme Court of the United 
States. 


California Act Constitutional 


ye HE constitutionality of the California 
Escheat Act as amended in 1915 has 
been considered in several decisions by the 
courts of California and upheld by the 
Supreme Court of that state. The broad 
general features of that act (Sec. 1273 
Code Civil Procedure) are that all deposits 
unclaimed for twenty years shall “escheat 
to the state” and when the Attorney Gen- 


eral is informed of such deposits he must 
bring an action in the name of the state in 
the Superior Court of Sacramento County 
and the court must render judgment “declar- 
ing that such moneys have escheated to the 
state and commanding said bank er banks 
to forthwith deposit all such moneys with 
the State Treasurer” to be kept, received 
and paid out as “in the case of other 
escheated property.” Under Section 1272 
of the code relating to claims to escheated 
property any person not a party or privy 
to the escheat judgment may within five 
years after the judgment sue the state to 
recover the money and this time is extended 
to infants and persons of unsound mind for 
a period of one year after the termination 
of disability. It is further provided that 
“all persons who fail to appear and file 
their petitions within the time limited are 
forever barred.” 

In State v. Savings Union Bank and Trust 
Co. 199 Pac. 26 the Supreme Court of 
California construed this statute as not 
providing for an immediate escheat to the 
state at the expiration of the twenty year 
period. The court said the effect of such 
a statute vesting title absolutely and imme- 
diately in the state, without judicial pro- 
ceeding, would be the taking of property 
without due process of law in violation of 
the Fourteenth Amendment. But the court 
construed the statute as providing that 
deposits unclaimed for twenty years “shall 
be taken over by the state as an escheat 
when so adjudged in action so provided 
for.” To the same effect is Mathews v. 
Savings Union Bank and Trust Company, 
184 Pac. 418, decided by the District Court 
of Appeal, First District. 

In State v. Security Savings Bank, 199 
Pac. 791 (affirming the judgment of the 
District Court of Appeal, First District 
154 Pac. 1070), the court upheld the con- 
stitutionality of the escheat statute. The 
bank contended that the property of its 
depositors was taken without due process 
of law as the statute provided for no per- 
sonal service of process and it contended 
the constructive service by publication was 
inadequate. But the court held that the 
notice to the depositors provided by the 
statute was reasonable and adequate under 
the circumstances saying: “We _ perceive 
no reason why the legislature, when pro- 
viding for a special class of persons such 
as the depositors here in question, may not 
itself determine that the facts authorize a 
substituted service. We are of opinion 
that it is within the power of the state, 
under circumstances such as appear in the 
present case, to take charge of deposits as 
are here involved upon a general notice 
provided by this statute.” The court fur- 
ther said: “It may be true, as the appel- 
lant insists, that the result of proceedings 
under this statute may in rare instances 
operate unjustly upon depositors, even if 
they have an additional five years in which 
to appear. This objection is answered by 
the Supreme Court of the United States 
in Blinn v. Nelson, 222 U. S. 1 by the fol- 
lowing remark: ‘Now and then an extra- 
ordinary case may turn up, but constitu- 
tional law, like other mortal contrivances, 
has to take some chances and in a great 
majority of instances, no doubt, justice will 
be done.’” 
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The decision of the United States 
Supreme Court in the Blinn case from 
which this language is quoted by the Cali- 
fornia court, upheld the constitutionality of 
a Massachusetts statute which barred the 
title of an absentee to his property after 
fourteen years from the date of his disap- 
pearance as found and recorded by the 
court and provided for the appointment of 
a receiver and distribution. of the property 
to those who were entitled thereto fourteen 
years from such disappearance date. The 
court found that there was reasonably care- 
ful provision for notice by publication be- 
fore the appointment of a receiver and 
held that the time for distributing the estate 
and of barring actions relative to the prop- 
erty was not so arbitrary and unreasonable 
as to be wanting in due process of law. 


Oregon Act Constitutional 


N State v. First National Bank of Port- 

land, 123 Pac. (Ore.) 712 a statute of 
Oregon provided that deposits unclaimed 
for seven years should be deemed escheated 
to the state. It authorized suit therefor by 
the Attorney General against the bank and 
provided that, when collected, the proceeds 
should be treated as those of deceased per- 
sons, which have escheated to the state, 
and may be reclaimed by the original de- 
positors, heirs or representatives in the 
same manner; that is to say, by petition 
for reclamation within ten years after the 
escheat judgment, by any person not a party 
or privy thereto. ‘The court upheld the 
constitutionality of the statute and said 
that “the right of the state to escheat and 
hold property of absentee depositors is as 
ample and rests upon as sound reasons of 
public policy as its right to escheat the prop- 
erty of persons who have died, leaving no 
known heirs.” The court held the statute 
applicable to a national bank saying “that 
national banks are only exempted from 
state legislation to the extent that such leg- 
islation impairs their efficiency to perform 
the functions which they are designed to 
serve and that the legislation here proposed 
does not have that effect.” This portion 
of the decision is no longer law in view of 
the recent decision of the Supreme Court 
of the United States in the San Jose case. 


General Discussion 


ss constitutionality of acts for escheat 


of unclaimed deposits has, we have 
seen, been upheld by the Supreme Courts 
of Pennsylvania, California and Oregon. 
The direct question has never been decided 
by the Supreme Court of the United States 
but from the decision in the Blinn case, 
above referred to, which dealt with the prop- 
erty of an absentee owner and also from 
the expressions in the Provident Institution 
for Savings case which did not involve an 
escheat but a custodian act, it may be in- 
ferred that the court which decided those 
cases would have held that an act for the 
escheat of unclaimed deposits did not vio- 
late constitutional guaranties unless the 
period of time for escheat was unreason- 
ably short. 

At the same time the escheat acts we have 
been considering would seem to operate 
unreasonably if we consid>r the possible, 


though not probable case of a man of the 
age of 21 making a deposit in a bank and 
then engaging in business in another part of 
the state in a location not known to the 
bank and who, not forgetting the deposit, 
nevertheless has no occasion to call for it 
until thirty years later, only then to find it 
has been confiscated by the state in escheat 
proceedings and is no longer his. In each 
of the three states above named, this con- 
fiscation could happen in less time, for in 
Pennsylvania, a deposit escheats in seven- 
teen years and the period of reclamation 
after escheat judgment is limited to ten 
years; in California, twenty and five years 
respectively and in Oregon commercial 
deposits escheat in seven and savings 
deposits in twelve years with a ten year 
period of reclamation after judgment. It 
does not seem unreasonable under such cir- 
cumstances to maintain the constitutional 
guaranties to a depositor might in many 
instances be violated and there would seem, 
in the San Jose case, some indications of 
a change of view of the Supreme Court 
from that expressed in its earlier decisions. 
The decision in that case, of course, is 
simply to the effect that a confiscation of 
unclaimed deposits after twenty years with 
a five year period of reclamation, or in any 
lesser period that a state might fix, is an 
unlawful interference with a national bank 
as a Federal agency. But the reason given, 
that the fear of possible confiscation might 
deter the making of deposits and thereby 
cripple the institution would also seem to 
have a bearing upon the constitutional 
rights of the depositor; for if after such 
period a depositor to whom the act applies 
is not to be presumed dead so that the 
state may succeed to his rights, but pre- 
sumed to be living and in fear of confisca- 
tion after that time, then the foreclosure 
of his ownership by escheat, would seem to 
violate his constitutional rights. If it is 
contrary to the policy of Congress to so 
qualify contracts between national banks 
and their depositors as to escheat unclaimed 
deposits after a period such as fixed by the 
California law, with equal reason, it may 
be held contrary to the policy of the people, 
as declared in constitutional guaranties, to 
permit state escheat laws to confiscate un- 
claimed deposits of absentee depositors 
within a like period. It does not seem 
unreasonable to infer that the Supreme 
Court, when the question is squarely pre- 
sented before it, may hold unconstitutional 
and invalid escheat laws similar to the Cali- 
fornia Act in their application to deposits 
in all banks, at all events unless such laws 
provide a much longer period before escheat 
than some of them now do. 


Escheat of Real Estate 


—_ Court of Appeals of Kentucky in 
1911 in First National Bank of Eliza- 
bethtown v. Commonwealth, 137 S. W. 518 
held that national banks cannot hold real 
estate, not necessary in the conduct of their 
business, beyond five years and the pro- 
tection afforded by the Congressional Act 
ends when five years expires and thereafter 
state laws become effective and lands held 
for a longer time than five years by a 
national bank, not to be used in connection 
with its business, are subject to escheat 
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under the constitution and statutes of Ken- 
tucky. The court held that the escheat 
legislation did not impair the efficiency of 
a national bank as a Federal agency, nor 
conflict with the laws of the United States, 
nor control the conduct of its legitimate 
business as a Federal institution and that 
transactions beyond the scope of authority 
and functions of a national bank are sub- 
ject to control by state laws. This deci- 
sion was one of first impression and it has 
been followed in Commonwealth v. Clark 
County National Bank, 219 S. W. 175 
decided by the Supreme Court of Kentucky 
in 1919. 

The question now arises in view of the 
decision in the San Jose case whether the 
state statute of escheat of lands owned by 
a national bank, not necessary to its busi- 
ness and held for an unlawful period of 
time would interfere with a Federal agency 
and be invalid. The test provided by the 
San Jose case is whether the efficiency of 
the bank as a Federal agency would be 
impaired. In the case of unclaimed deposits 
the confiscation by the state after a speci- 
fied period is deemed to impair such eff- 
ciency by diminishing the bank’s deposit- 
getting ability. Would the confiscation of 
the bank’s unnecessary real estate as a pen- 
alty for holding beyond the lawful period 
come under the same principle of impairing 
its efficiency as a Federal instrumentality? 
This is a somewhat doubtful question and 
it is not intended to more than suggest it 
here. The validity of such legislation may 
not necessarily depend upon the impairment 
of efficiency and it is possible the Federal 
Supreme Court may, some day, take a con- 
trary view to that of the Kentucky courts 
and hold that the attempted final disposi- 
tion or confiscation by the state of any por- 
tion of the real estate owned by a national 
bank is in conflict with the national law 
regulating the holding of real estate by 
such institutions; or it may possibly be 
held that a law which escheats the non- 
business real estate of all corporations in- 
cluding national banks after a period of 
years is an unconstitutional confiscation of 
property. 


Representing Minnesota Abroad 


ESPONDING to an invitation extended 

by the Government of Sweden the State 
of Minnesota was officially represented at 
the Tercentennial Exposition of Gothenburg 
held in commemoration of the three hun- 
dredth anniversary of the granting of a 
charter to that city. The Exposition opened 
May 8 and will contine to September 20. 
The first week in July was designated 
American Week. Special arrangements 
were made for that period with particular 
festivities for July 4. <A group of dis- 
tinguished Minnesotans appointed by the 
Governor of that state sailed for Gothen- 
burg early in June and participated in the 
exercises during American Week. 

The honor of chairman of the commission 
was conferred upon E. L. Mattson, vice- 
president of the Midland National Bank of 
Minneapolis. Mr. Mattson is chairman of the 
Executive Committee of the National Bank 
Division of the American Bankers Associa- 
tion. 
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Public Relations and Advertising 


By FRANCIs H. SISSON 


Vice-President, Guaranty Trust Company of New York 


New Realization of the Power of the Printed Word. 


Opportunities for Public Service. 


Thousands of Products of 


Unquestioned Merit Unknown to the General Public Because 
Manufacturers Are Unconscious of the Opportunity of Service. 


NE of the most interesting and 

important developments of ad- 

vertising has been the growth 

of its informative, educational and 
institutional phases during recent years. 
Advertising -first established its place as an 
economic factor as a sales aid, but as under- 
standing and use of it have increased, its 
possibilities in other fields have developed 
until today we find it employed in many 
forms of service hitherto unthought of. 
Its usefulness in the sale of ideas, as well 
as commodities, has been proved in many 
ways. 

A tremendous stimulus to this develop- 
ment was furnished by the war and the 
necessity it created for a broad public 
understanding of national duty and oppor- 
tunity which that crucial situation presented. 
The successful. prosecution of the war made 
it necessary that we should sell to the 
American people not only the bonds by 
which it was financed and the charitable 
contributions by which its hardships we:e 
ameliorated, but also to convince them of 
the necessity of the draft, the need of 
thrift, the demands for personal sacrifice, 
the power of loyal co-operation in a great 
common cause, and of supreme national 
endeavor, that world peace might be re- 
stored. The force of organized publicity 
during those trying days brought about a 
mental and spiritual transformation among 
our people, and a devotion to principles and 
ideals which it would have been impossible 
to create without its use. It served the 
purpose of welding a somewhat hetero- 
geneous and loosely organized people into 
a thunderbolt of power which turned the 
scales for civilization. No nation could 
experience this awakening process without 
stimulating mentality, without quickening 
its imagination, without enlarging its vision. 


Power of the Printed Word 


F== that experience we have emerged 
with a new realization of the power of 
the printed and spoken word in the sale of 
ideas, and with the increasing belief that the 
issues of peace may be brought home to 
our people as convincingly as the issues of 
war through the intelligent use of this 


great force. Indeed, I am confident that 
the day will come when it will be thought 
necessary to present the merits of every 
issue of paramount public importance be- 
fore the people at large in some form of 
advertising. If the way could be paved 
before action by information and under- 
standing, how much fewer would be our 
sins of economic and political commission 


and omission. If a new and progressive 
idea seeking acceptance, or an old and 
sound idea seeking support, could be pre- 
sented to the consuming public with the 
same strength of appeal that a new com- 
modity commands, how much greater chance 
of prevailing it might enjoy. Even as ad- 
vertising reached and stirred our souls to 
sublime sacrifices, so it may guide our 
minds to accurate judgment and rational 
acts, for the appeal of advertising can be 
made both to the feelings and the reason, 
and response and conviction measure the 
strength of its appeal. 

In the broad problems of public relations 
which arise in a democracy, advertising can 
be employed with great power to serve: use- 
ful ends. In spite of the fact that its 
powers are in many respects limited by the 
limitations of human nature, and that it 
is difficult to make of it an exact science, 
constant progress has been made toward 
its more scientific use. In many of the 
complicated relations of modern society its 
utility has already been clearly established. 
Many problems of public regulation and 
legislation furnish an opportunity for ad- 
vertising service as is bound to become 
increasingly apparent. One great American 
economist has styled us “a nation of eco- 
nomic illiterates,’ and our own Josh Bill- 
ings aptly wrote that “the trouble with the 
American People is not so much their 
ignorance, as the tremendous number of 
things they knew that ain’t so.” To the 
lessening of that economic illiteracy and 
the decrease in the number of things which 
the public knows that “ain’t so,” advertising 
can be helpfully employed. 

Advertising has long been hampered in 
its use by precedent, tradition, conventions, 
and prejudices, which, under analysis and 
experience, find little to warrant their ex- 
istence. Gradually the falsity of their 
claims is being proved. We were told for 
many years that it was undignified for a 
bank or fiduciary institution to advertise, 
and this edict, born of some superstition 
of the past, was accepted without question 
until finally it was intelligently challenged 
and it was discovered under analysis that 
there was no sufficient reason for its sup- 
port. The inevitable conclusion of logic is 
that, whatever is of genuine use to human 
beings, whether it be goods or services, can, 
with truth and dignity, be advertised and 
sold, and that it is just as proper to mer- 
chandise forms of service as various kinds 
of commodities. The next logical step 
will be that thé use of advertising in mer- 
chandising ideas is quite as proper as its 
use in the sale of goods and services. 
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In the logical development of this new 
understanding of the power of advertising 
during the last decade, we have seen many 
of our banking fiduciary and investment in- 
stitutions actively employing the sales value 
of advertising in the marketing of their 
services. In this intelligent use of publicity 
they are not increasing their own immediate 
business return, but they are helping to 
spread a better understanding of financial 
service and economic fact and theory upon 
which sound -business relations can be built. 


Economic Education Imperative 


MERSON once observed that “if a 

man can write a better book, preach 
a better sermon or make a better mouse- 
trap than his neighbor, though he build his 
house in the woods, the world will make 
a beaten path to his door.” That woul! 
unquestionably be true if the author, or the 
preacher, or the mouse-trap maker could 
live and wait long.enough for the world 
to discover the virtue of his product but 
both he and the world would profit the 
sooner if advertising brought them to- 
gether. And that is somewhat analogous 
to the situation which exists today regard- 
ing many businesses in this country and 
the purchasing public. 

There are thousands of products of un- 
questioned merit of which the general pub- 
lic knows little or nothing because the 
manufacturers of such products are content 
to practice principles of more or less 
primitive barter, apparently unconscious of 
the fact that by educating the general 
public to an appreciation of the worth of 
their particular products they would not 
only profit themselves but would perform 
a distinctly valuable economic service to 
the country. In other words, they lack the 
vision which is the especial genius of this 
nation. 

But there are other and bigger problems 
for advertising to help solve through dis- 
pelling ignorance. Consider for a moment 
what we may expect in default of proper 
public understanding of the vital economic 
questions pending before this nation today. 
Recall how near we came to authorizing 
by popular vote a debased currency during 
the free silver campaign; how long we 
temporized with our critical. banking prob- 
lem; how foolishly we have hampered and 
shackled our large industrial institutions in 
their legitimate expansion and_ beneficial 
economic functions; how we have over- 
regulated and strangled our railroads; how 
we have blundered in our taxation. 
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All these and many more similar situa- 
tions demand the light of fact and reason 
to dispel the shadows they cast upon us. 
The inevitable harvest of ignorance is indus- 
trial and social disaster. Public sentiment 
must be informed and guided if it is to 
find expession in proper action. 

It is certain that never in the history of 
this country was a knowledge of economic 
facts more imperatively needed. New and 
large business problems confront us. The 
civilized world is undergoing an economic 
readjustment. The nation, which best un- 
derstands the facts and the principles under- 
lying them will profit most largely, and the 
nation which takes most intelligent advan- 
tage of advertising, in its manifold forms, 
both as a medium of education and as a 
potent factor in building the business of the 
future, will prosper most. 

In business and professional life a very 
inaccurate use of the word “ethics” is fre- 
quently made, and we are asked to accept 
certain rules as the ethics of a business or 
profession which are in reality simple 
matters of policy or practice, in which no 
ethical question whatever is involved. The 
contention was once made that it was un- 
ethical for financial institutions to adver- 
tise, and today with that bogey effectually 
dispelled, we face another complication in 
that it is unethical for professional men 
to advertise. In the sale of any service 
as intimate or personal as law or medicine, 
standards of taste might readily be involved, 
but not of ethics, and I am willing to 
venture the assertion that the day will come 
when advertising will be employed in the 
sale of personal as well as appropriate 
professional service. 

Advertising is on the threshhold of its 
golden age. It will increasingly attract bet- 
ter brains, and it will increasingly offer 
fuller scope to the creative geniuses of 
business, science, art, and literature. Its 
possibilities for service, in fact, challenge 
the boldest and most far-reaching imagina- 
tion. 


In Distribution } 


S OME students of political economy have 
pointed out that our greatest economic 
problem today is that of distribution. Pro- 
duction has been developed along intensive 
and standardized lines, and it would seem 
that in many industries a high degree of 
productive efficiency has been reached. But 


criticism is often leveled against our 
methods of distribution. It is often said 
that there are too many profit-taking stages 
between the producer and consumer. Fre- 
quently there will be an overstock of cer- 
tain goods in one community and an under- 
supply in another section. The ultimate 
working out of our distribution problem 
is one that will involve many factors. 
Advertising has already done a great deal 
to aid distribution, and it will do a great 
deal more. 

There are certain articles which you can 
obtain in practically any drug store in the 
country. There are certain food products 
which you can find in any grocery store. 
Advertising has been a primary factor in 
bringing these goods to the people. True, 
the stores are essential parts of the distri- 
butive machinery. Advertising, however, 
through the creating of demand, has made 


it possible for these stores to be certain of 
a market for the goods, and thus they are 
brought within convenient reach of the 
majority of our people. 

The quickening of demand has broadened 
distribution, not only of advertised goods, 
but of other goods as well. It makes car- 
load traffic for the railroads, where there 
may have been only case shipments before. 
It draws salesmen into new territory. It 
stimulates the distributive machinery of 
jobber and retailer. Increased sales result 
in larger bank clearings, in the employment 
of more people, in better business. 

Advertising through its primary function 
of facilitating distribution, has a_ vital 
affect on many phases of production. One 
could go through the whole list of the 
various branches of production, from the 
extractive industries to those turning out 
highly specialized manufactured gouds, and 
find that advertising has to some degree 
been a factor in the development of the 
industry. 

The advertising of men’s collars and 
shirts reaches, in its effects, to the workers 
in the cotton fields. Increased demand for 
cotton goods means increased opportunity 
for the cotton growers. California fruit 
growers, through the use of advertising 
have been able to stabilize their business, 
bringing the demand up closer to the pro- 
duction capacity of their groves and vine- 
yards. The conversion of by-products of 
certain crops into useful and profitable 
articles has been largely made possible by 
the advertising of these articles. 

In the field of manufacturing, advertising 
has a more direct relation. Factories have 
been able, through the use of advertising, 
to increase their output, to give employ- 
ment to more people, to create better work- 
ing conditions, and to stabilize their opera- 
tions. These results are of economic value, 
not only to the individual manufacturer, but 
to the worker as well. This means, too, 
in a great many cases, lower prices to the 
consumer, for through increased production, 
lower unit cost is made possible. 


The Call to Duty 


‘To lies before advertising and ad- 
vertising men not only the opportunity 
for service and profit, but the clear call 
to duty. There rests upon our business and 
industrial leaders the distinct responsibility 
to state and explain the facts and principles 
upon which national business progress must 
be built, through the printed and the spoken 
word, so clearly that he who runs may 
read, and that oft quoted “man in the 
street” may understand. A large and con- 
stantly increasing reading public seeks 
eagerly to know, and it is the mission of 
the publicist to inform and advise them 
through all the media at his command. 
To fulfill that mission, we must call to arms 
the vision of the promoter, the courage of 
the explorer, the keenness of the trader and 
the wisdom of the student. They must all 
be conscripted to this great service and 
contribute their part to the common cause, 
and they are all the proper attributes of the 
efficient advertising man of today. 

That day has long passed, if indeed it 
ever existed, when advertising, under proper 
conditions, can be considered as an experi- 
ment or a speculation. It has long since 
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become a demonstrated economic factor as 
a business builder and a clearly proved 
educational force. That it may not always, 
in all hands, operate with 100 per cent. 
efficiency is no more proof of its failure 
than an unsuccessful operation on the hu- 
man body by a horse doctor would be a 
proof of the failure of surgery. Its cal! is 
for skilled men, broad men, who have 
thoroughly mastered the tools with which 
they must work, whose sense of public 
psychelogy is sure and true and whose 
vision of national opportunity is as broad 
as the world. 

Today particularly invites the advertiser 
to lay up stores of good will and prestige 
for future markets. Now is the time par- 
ticularly for advertising to be informative 
and educational, to help create new stand- 
ards of living, to stabilize markets, to make 
life more comfortable and attractive, as 
well as more just and sound. How grate- 
ful we men may be to the advertising whic 
has brought to us the luxury of the safety 
razor and the patent garters, and to our 
homes the phonograph, the vacuum cleaner, 
the electric iron and the fireless cooker. 
There must be in the minds of men many 
more such contributions to the joy of life, 
to better standards of living which await 
the magic touch of publicity to meet human 
needs. 

The war has opened up many new fields 
for advertising service. Financial and ad- 
vertising geniuses are invited to devise 
plans through which to meet the investing 
needs of the nation, to distribute sound 
securities, to inculcate thrift. Within a few 
years our investing class has sprung from 
three hundred thousand to twenty mil- 
lions. Economic and social fallacies crowd 
upon us; industrial problems rise on every 
side. Only through understanding can tiiey 
be solved, and understanding can be created 
only through publicity. Legislative action 
rises out of public opinion; public opinion 
is based upon current information and 
popular prejudice. These can be met most 
effectively through such public media as 
advertising commands. In meeting them 
you are serving nct only the ends of good 
citizenship and social progress, but business 
advantage, which can be secure only in an 
established social order based upon sound 
economic thinking. 


The Man Needed 


A WELL-EQUIPPED advertising man in 
institutions whose public relation prob- 
lems are important should be able not only 
to interpret the public’s mind on matters 
pertaining to the business of his institution, 
but to its officers. In this two-fold capacity 
he should first of all bea sound, practical 
psychologist, and the importance of this 
capacity for accurate psychological analysis 
as a chief factor in advertising service is 
becoming increasingly understood. The 
complexity of human thought and feeling 
presents a real problem to such an analyst, 
but the measure of his success will be very 
largely the measure of his ability to inter- 
pret and direct these motive forces of hu- 
man action. He must understand the value 
and place of emotional appeal, as well as 
the logical argument. Neither by itself 
carries a complete message. He must un- 
derstand the varying appeals to the sexes, 
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Save First; Live Afterward | 


ECENTLY a young man, married 
two years, came to me with his 
financial troubles. Earning fair 
wages he had set up housekeep- 
ing, bought furniture, bought a motor car, 
paid something on account at many stores 
and finally, when debts were pressing, 
found that he was far beyond his financial 
depth. He could not hope to support his 
family and save enough in more than a year 
to pay off his obligations. He was honest and 
meant well, but he had never taken stock of 
his situation, had not realized how large was 
the total of his debts. 
Two things might happen: He might save 
a little each week and in time finally pay off 
the accounts, provided sickness or unemploy- 
ment did not hamper him; or some of the 
creditors might bring suit, garnisheeing his 
wages and making it impossible either for 
him to pay all his debts or to support his 
family. A third rnethod was, of course, open 
—confessing bankruptcy and thus getting rid 
of all his debts but by that course weakening 
his record for business integrity. In a 
similar situation many a wage-earner has 
been forced to this last avenue of escape be- 
cause one creditor insisted on payment. 
This young man’s plight is a concrete in- 
stance of what lack of thrift does to the 
competent wage-earner who drifts along 
without having definite plans for accumula- 
tion. Often he receives plenty of advice, is 
told of the advantages of saving, but he does 
not save. Is there a way to compel him, 
without loss of initiative, to lay aside some of 
his earnings and store up a fund for the 
rainy day? Is it possible to make thrift 
compulsory and at the same time regulate its 
investing to insure safety for the investor? 


Everyone Reports 


UT in central Kansas a group of power 
and telephone companies under one man- 
agement is trying it and its experiment is in- 
teresting as a sidelight on thrift methods. 
Like other modern companies these have de- 
veloped the customer-ownership and employ- 
ee-ownership idea, encouraging employees 
especially to buy the stock of the company 
for which they work and establishing a 
weekly payment plan to encourage thrift. 
This has become so common as to be an ac- 
cepted feature of the public utility policy. 
It results in a greater interest in his work 
for the employee. It welds the company and 
the community into a working organization, 
lessens friction and secures better service. 
The compulsory thrift plan, which has at- 
tracted wide attention because of its novelty, 
affects about 1,200 employees and applies to 
every member of the organization from the 
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This is the Mandate of a Group of Public Utility Compa- 
nies to Their Employees. Each Must Save Ten Per Cent of His 
Salary and Make a Monthly Report of His Investment. All In- 
vestments Must Be Approved by Competent Authority. 


president to the humblest day laborer. The 
plan demands that each shall save and invest 
monthly at least 10 per cent. of his income. 
The company has no interest in the other 90 
per cent. but it does assume direction over 
he 10 per cent. 

Each month each employee must make a 
report to the general office of how much he 
has saved, and in what he has invested it. 
The investment must be approved by a com- 
mittee competent to advise. Government se- 
curities, savings bank acounts, building and 
loan stock, payment on a home, even pay- 
ments of furniture are allowed. If debts 
have been incurred, these must be listed and 
payments may be arranged on them—but no 
more are to be assumed. The idea is to 
make the employee live within his means and 
also lay aside something in a definite form. 


Saved $100,000 


EPORTS for the first nine months show, 
according to the company, that about 13 
per cent. of the wages have been saved, no 
single employee falling below 10 per cent. 
This amounts to over $100,000 since July 1, 
1922, when the plan was inaugurated. Al- 
though failure to report or to save means 
dismissal, only two instances among the 
1,200 employees have been found where such 
action was needed. Budget books are dis- 
tributed and their use explained as a helpful 
method in establishing a working scale of 
living that will allow for thrift. This has 
proved valuable for those who had lacked 
systematic method in their expenditures. 

Suppose the young man who found himself 
overwhelmed with debt had been working 
under this system. If his salary is $40 per 
week he would have been compelled to save 
at least $4 a week, or $200 a year—and he 
could have done it by careful management, 
impelled by the knowledge that his finances 
were being supervised. Especially would it 
have been effective to have had some one 
determine the validity of his investments— 
which is after all one important thing in sav- 
ing. 

The hardest lesson for the average small 
capitalist to learn is that he must be satis- 
fied with a low rate of interest if he is to 
have safety. Three years ago there was a 
craze for oil well investments. A property 
that promised to produce oil was divided 
into “units” which were sold by the hun- 
dred at $20 each in one community. School 
teachers, clerks, laborers, professional per- 
sons and others, of small means, invested, 
thinking there was coming a sure return of 
large dividends and possibly of fortune. In 
the end each lost all, a happening which 
would not have occurred had there been 
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supervision or even had each investor taken 
the advice of his banker. 

While, of course, it is not possible for any 
employer to demand that all the investments 
of his force shall be submitted to him, the 
requirement of such action for a portion of 
the amount saved leads to information and 
suggestion as to a larger percentage of the 
income. The fact is well established that 
many persons need a direct impetus to in- 
duce thrift. It may be the desire for some 
particular article—a motor car, furniture, a 
home, clothing—or it may be the need of 
protection for the family, but even these 
are not sufficient in many instances. Some- 
how the weekly wage or the monthly check 
slips away and bills eat up the balances un- 
til installment payments are the resort and 
in the end usually keep the family on the 
edge of financial wreck. 


— insure thrift the companies mentioned 
advise their employees to save first and 
live afterward. That is, they make out 
checks for all saving funds immediately on 
receipt of wage vouchers. These saving 
checks are to be mailed at once and the em- 
ployee is to live on the remainder of his 
income during the month. The experiment 
thus far has demonstrated that persons who 
had never had a dollar ahead have through 
this thrift plan been able to establish a small 
investment fund which commences to earn 
dividends or interest and add to the income. 
As soon as this effect is seen, there comes 
greater incentive to save. 

Has an employer a right to dictate to his 
employee in financial matters after the wage 
checks have been distributed? Does he 
owe anything in helpfulness in thrift to 
those who work for him and are paid for 
it? The employer should be better equipped 
to handle investment funds than is the 
worker. He ought to know what is sound 
security and what is a safe offering. He 
ought to be immune against the promoter of 
fake stocks promising huge rewards. 


Prevents Loss 


REQUIREMENT that the investment 

of 10 per cent. of the worker’s income 
be submitted to well-informed and cautious 
business men ought to minimize losses from 
the other 90 per cent. The buying of a 
home, government savings securities, farm 
mortgages, Liberty bonds, bonds and pre- 
ferred stocks of established companies, 
municipal bonds, all are approved by any 
business man, but the interest return is 
much lower than that promised by specula- 
tive securities hawked over the country and 
which are submitted to the humblest em- 
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ployee as well as to the capitalist. The 
former is permitted to buy on the install- 
ment plan; he is tempted by monthly pay- 
ments which are in a few years to come 
back with huge profits—but when the in- 
vestor tries to cash in his security or to use 
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it as collateral at the bank, he finds it 
worthless. 

The worker of small means, the employ- 
ee who thinks it will take too long to save 
sufficient means to make a real “stake,” is 
more frequently the victim of the promoter 


Real Wage Increase 


bricklayers of New York have just 
won what is probably the highest wage 
ever paid in that trade, says the National 
Industrial Conference Board Survey. It is 
probably the highest rate of compensation 
that has ever been paid for this class of 
labor. But even this figure, high as it is, 
fails to tell the whole story of bonuses, 
over-time, “snow-balling” and the like which 
will add even greater burdens to the build- 
ing industry. 

The building industry, however, has not 
been alone in advancing wages, as all in- 
dustry during the last few months has been 
characterized by a series of wage increases. 
The manufacturer and consumer are 
naturally interested primarily in the trend 
of actual money wages because they affect 
prices, but money wages tell very little about 
the position of the wage earner. The ques- 
tion then arises, are wage earners any better 
off in spite of increased wages? The an- 


swer to this question depends upon the pur- 
chasing value of present wages. Can the 
wage earner buy more or less with his 
earnings than before the war? To deter- 
miné this, wage changes are compared with 
fluctuations in the cost of living and a fig- 
ure called “real” earnings is obtained. 

This comparison may be best made on the 
basis of weekly earnings which are the 
most accurate expression of earning power 
because they take into consideration both 
part-time and over-time work. Using July, 
1914, as a base, the Conference Board has 
found that the “real” weekly earnings -(or 
the purchasing value of money earnings) 
of the average worker employed in indus- 
try in this country had in April, 1923, in- 
creased 33 per cent. This means that after 
taking the increased cost of living into con- 
sideration, the average wage earner is 33 
per cent. better off than he was in July, 
1914. 


Inculcating the Spirit of Thrift 


The Near East Relief organization has opened a savings bank 


in Alexandropol, 


Armenia, where the Relief organization has 20,000 orphans under American care. The 
children work at many trades, are paid tiny sums for their efforts and thus have 
money “to bank” 


July, 
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of fake stocks than is the man of business. 
If it is possible to. guide his financial s:, Ds, 
to induce him ‘to live within his means, to 
lead him to understand the basis of sound 
securities, it should be a distinct gain for so- 
ciety and for business progress. 


Cancels Re-discount Privilege 


privilege given by the Federal Re- 
serve Board to member banks of re- 
discounting for non-member banks was can- 
celled by the Board on June 26, when Gov- 
ernor D. R. Crissinger made this announce- 
ment: 

“The Federal Reserve Board announces 
that the general privilege given to member 
banks during the emergency of 1921 to 
act as agents in re-discounting for non- 
member banks is now withdrawn and the 
board further announces that hereafter this 
privilege shall be allowed only upon appli- 
cation of the non-member bank concerned 
and the approval thereof by the Federal 
Reserve Board.” 

While non-member banks have, it is 
stated, made but little use of the privilege, 
objections to the continuance of the priv- 
ilege have been raised by member banks 
who contend that through this practice 
non-member banks might, if they chose, se- 
cure the same re-discount privileges as do 
banks which are members of the System. 


Reserve City Banks 


Craig B. Hazlewood, vice-president of the 
Union Trust Company, Chicago, was elected 
resident of the ssociation of Reserve Cit 
ankers at their annual convention at Frenc 
Lick, Indiana, Howard olfe, cashier of 
the Philadelphia National Bank, was elected 
vice-president; John D. Gillespie, vice-president, 
Dallas National Bank, secretary and treasurer. 
Richard C. Bean, president, Louisville National; 
George V. Drew, assistant secretary, Equitable 
Trust Company of New York; James Ringold, 
president, Un‘ted States National, of Denver, 
were elected directors, 


Iowa Bankers 


C. E. Narey, president of the First National 
bank of Spirit Lake, Iowa, was elected presi- 
dent of the Iowa Bankers Association, at the 
state convention meeting held in Ames, June 14, 
Cc Keck, vice-president of the Commercial 
Savings bank of Washington, was chosen vice- 
resident, and F. S. Richards, cashier of the 
irst National bank of McGregor, was elected 
treasurer for the ensuing year. 


As a means of advertising the state it has 
been suggested in San Francisco that efforts 
be made to promote the circulation of gold in 
the hope that California may thus appeal to 
= of the rest of the country as “A land 
of Gold. 


The First National Bank of Tuskaloosa, Ala- 
bama, has appointed B. R. Holstun a special 
agricultural agent to work. He will work in co- 
operation with the county demonstration and the 
home demonstration agent. This bank contains, 
among other things, a farm library, and there 
the demonstration agent will make his headquar- 
ters. 


Virginia Bankers 


The Virginia State Bankers Association has 
elected the following officers: President, E. W. 
Tinsley, V. P. Colonial Nat. Bank, Roanoke; 
vice-president, J. J. Scott, V. P. 
& Sav. Bank, Bedford; secretary, . F. Augus- 
tine, V. P. Mech. Nat. Bank, Richmond; treas- 
urer, W. S. Irby, V. P. & Cash. Bank of Lunen- 
burg, Kenbridge. 


Providing the necessary banking, facilities for 
a growing suburban community, The. Cleveland 
Trust Company opened its 53rd neighborhood 
bank, June 30th, at the corner of Lee and 
Tullamore Roads, Cleveland Heights. 
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Federal Reserve System Tendencies 


By CRAIG B. HAZLEWOOD 


What has Been Accomplished in the Operation of the Sys- 
tem Toward Attaining the Five Primary Objectives Sought in 
Its Establishment. Bases of the Rediscount Rates. The Processes 


of Inflation and Deflation. 


ONCEIVED in the spirit of com- 
mon good, for the best interests of 
government, the banks and the 
public alike; based on broad and 
correct principles relating to the nation’s 
currency, banking reserves and control of 
credit, the establishment of the Federal Re- 
serve System represents the greatest piece 
of economic legislation enacted by an Ameri- 
can Congress. It is not too much to say that 
the same high purposes and equally rigorous 
abstinence from petty political ends were 
present with those most active in the form- 
ulation of this law as were evidenced in 
the writing of the Constitution of the 
Nation itself. After nine years of service 
the System finds itself possessed of total 
resources of $5,214,710,000, an earned sur- 
plus of $218,369,000 and an investment of 
$50,484,000 in buildings. Behind it is a 
wonderful record of achievement through 
a world war, an inflation period of dizzy 
heights, and months of serious and costly 
liquidation. Further, the System has a host 
of firm advocates together with not a few 
critics, most of the latter honest and sincere 
and some looking with hungry eyes on the 
possibilities of patronage and profit which 
seem to them to be procurable in its ad- 
ministration. 
Banks located in reserve cities own 57.9 
per cent. of the stock of the Federal Re- 
serve System. We are interested to see 
that it is held in an impregnable position, 
that every dishonest criticism is silenced, 
and that every improvement found possible 
through experience be incorporated into the 


Law. 
How Far 


is a matter of greatest importance that 
member banks give very earnest and 
patriotic thought to the two questions: 
How far has the System succeeded and 
in what particulars has it failed to give 
our country as strong and as useful a finan- 
cial system as human mind can devise? If 
the bankers of the country cannot be de- 
pended upon to safeguard and improve the 
banking system, then who can? 

The primary purposes of the Federal Re- 
serve System are generally accepted as five 
in number: 

. 1. The establishment of a scientific cur- 
rency system. 


2. Mobilization of bank reserves. 

3. Provisions for satisfactory depository 
and fiscal agency for the Federal 
Government. 

4. Improvement of facilities for financing 
foreign trade. 

5 Mobilization and direction of bank 


credit. 


The hope and expectation of those who 
framed the Federal Reserve Act that the 
machinery set-up for the origination, dis- 
tribution and automatic retirement of cur- 
rency issue,—40 per cent. gold secured— 
which should be entirely responsive to the 
needs of trade and the varying conditions 
of business, have been wonderfully we-l 
realized. The confidence displayed by the 
public in this currency, and the ease with 
which its use has met the conditions im- 
posed upon it, can be most quickly realized 
when it is stated that never before in the 
history of the country did we have a credit 
panic anywhere near the magnitude of that 
of 1919 and 1920 without, at the same time, 
suffering a currency panic. 


Original Purpose 


N one particular we did not carry out 

the original purposes of the Act. It is 
clearly the intention, as stated in the Act 
itself, that surplus profits of the Federal 
Reserve Banks should be used to supple- 
ment the gold reserve held against out- 
standing United States Treasury Notes and 
greenbacks. An increase in this reserve 
of slightly less than two hundred million 
dollars would cause all outstanding green- 
backs to be transformed into gold secured 
notes. None of the one hundred and sev- 
enteen million dollars of profits of the Fed- 
eral Reserve System has been used so far 
for this purchase but all has been applied 
to our war debt. In the main, however, 
the Federal Reserve note issues inaugurated 
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Original Purposes of the Act. 


in 1914 gave us what we had not had im 
this country for exactly one hundred years ; 
that is to say, an automatic, elastic cur- 
rency system. 


Second Objective 


AS to the second primary purpose in the 
establishment of the System, mobiliza— 
tion of bank reserves, a result quite gen- 
erally satisfactory has been secured; yet 
it is frankly true that matters have not 
worked out entirely as the framers of the 
Act conceived they would. A large part 
of the bank reserves of the country have 
been concentrated in the hands of the Fed- 
eral Reserve Banks and this fund of de-- 
posits furnished the basis, very largely, for 
the lending power to member banks. 

Many expected that, following the enact- 
ment of the Federal Reserve Act, the prac- 
tice of banks keeping money in the large 
centers would be entirely discontinued. 
These expectations have not been realized, 
and the deposits of banks with city corres- 
pondents are larger now than ever before. 
Again support for the enactment of the 
System was received from some members. 
of Congress who thought they saw an end 
to what they pleased to call Wall Street 
domination of the money market. To these 
gentlemen the working out of the matter 
has been a disappointment. Fortunately the 
system for employment of funds on sharp 
call against securities listed in° Wall Street 
has been preserved and is being employed 
more scientifically and generally than ever 
before. 


A supplementary provision for the mobil- 
ization of bank funds was introduced into 
the Act at the last moment in the shape 
of the par collection system. The par col- 
lection system has speeded turnover of bank 
checks, has cut down conversion time, and 
made available as loanable funds a very 
considerable additional amount. Right here, 
however, I desire to inject a comment on 
what I consider to be one of the small 
blunders committed by Federal Reserve 
Banks in the administration of the Act. I 
refer to the forcing methods that were used 
at one time, and now happily are very gen- 
erally discontinued, to compel non-member 
banks either to enter into a contract to remit 
at par for items forwarded to them by the 
various Federal Reserve Banks or to suffer 
the inconvenience and embarrassment of 
taking care of their items through unusual 
and irregular channels. Unless by order of 
Government or Court every business asso- 
ciation should have the privilege of volun- 
tary election regarding any reciprocal busi- 
ness relationship. It is my belief that the 
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resentment engendered by this bureaucratic 
method of handling this question has very 
seriously impaired the good will and sup- 
port of the country bank element toward the 
Federal Reserve System. 

The third purpose of the Act, to provide 
a satisfactory depository and fiscal agency 
for the Federal Government, has been well 
fulfilled. The Federal Reserve Banks have 
given better service to Government and 
banks alike than the antiquated sub-treasury 
system ever did. It is, without doubt, true 
that the former secretaries of the treasury 
were able to save many a local situation 
through the quick transfer of funds to 
various local sub-treasuries, but it is also 
true that the power thus arbitrarily placed 
was potentially a source of danger and of 
misuse. The function of the Federal Re- 
serve System as a fiscal agency for the 
Government was splendidly used during the 
period of flotation of Government war 
loans. We hope the time will never come 
again when this function will be required 
so liberally as at that time. 

Concerning the function of assisting in 
the financing of foreign trade I believe the 
Federal Reserve Board might very well 
codify and simplify, and at the same time 
make more scientific and exacting, the re- 
quirements in relation to the handling of 
collateral against member banks’ accep- 
tances for the financing of foreign trade. 

How best to use the facilities of the Fed- 
eral Reserve System so as to control the 
volume of credit through the manipulation 
of the rediscount rate and the regulation 
of bank borrowing, as well as open market 
transactions are among the most discussed 
problems that have come up through the 
operation of the System. To most observ- 
ers it has become apparent that the System 
has not functioned as scientifically as it 
should in this respect. 


The Rates 


are very many who find fault 
with the manner in which the redis- 
count rates have been determined. The 
establishment and maintenance of an ar- 
bitrary rate for carrying Government secur- 
ities during the war-financing period, which 
rate was far below the market rates at the 
time, has been freely criticised. As a 
matter of fact these special rates on notes 
secured by Governments were consistent 
with the extraordinarily low rates of in- 
terest which the Government exacted on 
patriotic grounds from the owners of war 
time securities. The question of policy, 
therefore, in relation to the rediscount rates 
resolved itself into the question of whether 
the Government was justified in putting out 
its securities at so low an interest basis. 
The policy of our neighbor, the Dominion 
of Canada, in paying the market rate was 
better. Their securities receded very little 
from par. No one can estimate the losses in- 
curred by small investors who disposed of 
the'r holdings of Governments at prices of 
eighty-two to ninety. 

Further criticism directed at the Federal 
Reserve Board was that it was very dila- 
tory in ‘raising the rediscount rates in 1918 
and 1919 in order to signalize and check 
the inflation which was evidently upon us. 
Even today there are many who hold that 
the rediscount rate should have been ac- 
tually raised at the beginning of this year 
to sound the warning that business was 
moving too fast and that there was danger 
of another period of inflation. Whatever 
degree of justice there may be in these 
criticisms, it appears certain that the Fed- 
eral Reserve policy with respect to its re- 
discount rates lacks definiteness. 

The uncertainty with respect to what the 
Federal Reserve System may do with refer- 
ence to interest rates is much more harm- 
ful and unsettling to business than any 
clean-cut action might be. One difficulty 
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seems to be clearly evident; namely, that 
thus far the Federal Reserve Board has not 
fixed upon any common denominator upon 
which its rediscount rate is based. ‘The 
policy has appeared to be a hesitant and 
unsettled one and no possible clew has been 
given which would indicate co the bankers 
of the country what action might reasonably 
be expected under any given set of condi- 
tions. It seems to me highly important 
that the Federal Reserve Board determine 
on a policy which will enable the several 
Federal Reserve Banks to fix their redis- 
count rates in accordance with the sum of 
certain local factors, together with the posi- 
tion of the market rate on some one class 
of paper the country over. 

It has been strongly urged, particularly 
by bankers of national repute in the east, 
that the general factor for fixing rediscount 
rates be the rate at which bankers accep- 
tances are bought and sold. This plan 
draws value from the fact that bank accep- 
tances have an open market and are pur- 
chased with surplus funds. The practical 
difficulty is, however, that the volume of 
bankers’ bills is not yet large enough to 
fix a rate which represents a true index 
of conditions for the entire country. An- 
other suggestion has been that the redis- 
count rate should be governed by the or- 
dinary over-the-counter rate of commercial 
banks. The difficulty with this idea is that 
over-the-counter rates vary considerably in 
different parts of the country, and even in 
different cities in the same Federal Reserve 
district. Probably it would be difficult to 
arrive at a common standard which would 
be mutually satisfactory. 


Basis for Rates 


—— third suggestion, which seems to 
be the most logical, is that the Federal 
Reserve rediscount rate should be based 
upon, or perhaps equal to, the best prevail- 
ing rate on high grade commercial paper 
commanding a ready market. 

The advantage of this plan is that the 
commercial paper rate most closely repre- 
sents, generally speaking, the results of the 
action of the law of supply and demand. 

Referring to the old economic law that 
in a free market prices are determined by 
the marginal buyer or seller, it would appear 
that the commercial paper rate represents 
more than anything else a universal rate 
at which the marginal borrower is willing 
to come on the market for his requirements 
and at which the marginal purchasing bank 
is willing to make use of a certain part of 
its surplus funds. 

Under these circumstances is not the 
commercial paper rate as true an index of 
the condition of the money market of the 
country as anything we have? No such 
standard is used abroad, but, by the same 
token, no other country uses single name 
commercial paper as we do to obtain funds 
in the open market. 


I do not mean to imply that the Federal 
Reserve Board or the several Federal Re- 
serve Banks should change their rediscount 
rate at every change in the rate at which 
commercial paper is placed on the open 
market. Further, as stated, there are local 
factors in each district. which must be 
taken into consideration. It is also entirely 
conceivable that the curve of the rate of 
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commercial paper will go off the chart at 
either end. However, it seems to me that 

general statement of policy by the Fed- 
eral Reserve Board, that the commercial 
paper rate is in the Board’s opinion as fair 
a proximation of the going rate as is 
available, would tend to settle a great part 
of the uncertainties which have existed 
with respect to what the Federal Reserve 
Banks might possibly do. 

Whether the rediscount rates of the Fed- 
eral Reserve’ Banks should be higher or 
lower than the current or going rate for 
money has been very freely discussed and 
the consensus of opinion seems to be that 
the Federal Reserve rate should not be 
substantially lower than the current market, 
as otherwise an inducement is present to 
rediscount for a profit. 

There are many who advocate going to 
the other extreme and making the rediscount 
rate higher than the market rate on the 
theory that rediscounting would involve a 
restraining cost or penalty. 

The practical difficulty with this plan is 
that in the event that the Federal Reserve 
Banks were to attempt to charge member 
banks more for rediscounting than the 
market rate, these same member banks 
would expect, and would have a right, to 
receive aS a matter of course the actual 
market rate from their correspondent banks, 
thus diverting borrowings from the Fed- 
eral Reserve System to the commercial 
banks. This would be a rather awkward 
situation and would mean that city banks 
in turn would only rediscount when and 
if their own funds were exhausted. That 
would throw the whole scheme of things 
out of alignment. 

I do not recall seeing very many argu- 
ments in favor of a rediscount rate that 
is neither substantially above nor substan- 
tially below the market. Really, from all 
angles, is not such a rate the logical rate 
to strive toward? Would it not tend to 
produce a most natural result and cause 
banks to seek the Federal Reserve only 
for the purpose of refunding without profit 
or without penalty loans they have made 
to their customers ? 

In considering the general problem of the 
control of the regulation of the volume of 
credit used, and the question of how much 
this control amounts to, is it possible that 
the Federal Reserve Banks are credited 
with power over the economic condition of 
the country which, in fact, they do not 
possess? I believe that over-emphasis has 
been placed on their possible role in this 


respect. 
A Result 


& is assuredly true that expansion of 
Federal Reserve currency is the result 
and not the cause of credit inflation. To 
prove this we have only to refer to our 
experience in 1920. United States retail 
prices based on the Federal Reserve price 
index of June and July of 1920 reached a 
height of 215. The high point of Federal 
Reserve issues was reached the last week 
of October and the first week of November, 
or sixty days later than the peak retail 
prices. Since that time Federal Reserve 
issues have steadily declined. It is also 
obviously true that the expansion of bank 
loans was not of Federal Reserve making. 
I wonder if we may not honestly admit 
to ourselves that many of us were guilty 


of that same inclination to over-expansion 
which we found in the records of our 
commercial customers who felt that the 
very substantial growth of their businesses 
was due, without doubt, to some special 
ability which they possessed as against their 
competitors. I wonder if we did our full 
duty in curbing the evidences of inflation 
and too rapid increase of commitments 
before- proper assimilation. 

The banks in the agricultural districts 
had themselves to blame for the extended 
condition in which they found themselves 
after the year 1918 when crops brought 
enormous surplus funds to them. An in- 
crease in deposits is an increase in liabili- 
ties. Banks more often get into a strained 
condition through a sudden reduction in 
deposit liabilities than from an_ increase 
in loan demand. 


The business public does business with 
the commercial banks direct and not with 
the Federal Reserve Banks. It is within 
the power of every commercial bank to 
regulate the character and volume of its 
own loans. With the exception that a 
strong urge was placed upon them to 
absorb loans to assist government financing 
during the war period, there has been in 
this respect no outside direction of their 
course. If bankers extended loans to 
finance the purchase of additional land, 
for the carrying of speculative securities, 
to finance the purchase of additional build- 
ings or equipment, or to enable manufactur- 
ing or jobb:ng customers to book forward 
commitments in unusual volume; and if 
this were done on their own initiative, and 
if the results were unfortunate in some 
cases, no fault should be laid at the door 
of the Federal Reserve System. 

The control of the situation is funda- 
mentally in the hands of our commercial 
banks. The influence of the Federal Re- 
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serve System is only effective when heed 
is given to the warning implied by a sharp 
rise in the rediscount rate. As a matter 
of fact, a rise of one-half of one per cent. 
in the rediscount rate does not prevent 
banks from borrowing if the need be great. 
Obviously, an increase in the rates can 
control, if at all, only such banks as pay 
them. Non-member banks and_ non-bor- 
rowing member banks are not affected in 
a direct way. In the agricultural districts 
any ordinary rediscount rate would not 
represent a penalty in view of the con- 
siderably higher rates which prevail for 
customer loans. It is the commercial bank 
rate, and not the rediscount rate, that the 
public pays. 


Experiments 


VER the war period and the years fol- 

lowing, the Federal Reserve System has 
tried many experiments involving regulation 
of the rediscount requirements for paper. 
Most of these experiments have admittedly 
been failures. Undoubtedly it was unwise 
to attempt the exclusion of certain classes 
of paper, as for example that representing 
the purchase of automobiles, through the 
practice of imposing discriminatory dis- 
count rates. 

The return of 4,000,000 United States 
soldiers from the great war, it has been 
said, presented a political problem which 
had a strong influence on the decisions of 
the Federal Reserve Board. From the Ad- 
ministration’s standpoint it was necessary 
that these soldiers find employment. It 
has been stated that the Government de- 
liberately encouraged over-production and 
expansion to give that employment; and 
that the Federal Reserve Board, greatly 
moved by this consideration, at the instance 
of the Administration did not, as soon as 
might have been done, apply the brakes 
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by means of an increase in the Federal 
Reserve rate. Whatever degree of fact 
there may be in this statement; whatever 
criticism there may be due the Federal 
Reserve Board for not having put on the 
brakes soon enough; and however true it 
may be that the establishment of the Federal 
Reserve System not only released consider- 
able bank reserves for transformation into 
bank loans, but also partially removed the 
fear of the results of over-expansion com- 
ing from the feeling that the reserve power 
of the Federal Reserve System was there 
to fall back on; it still must be said, in all 
fairness, that neither the System, nor the 
Board, nor the individual banks were act- 
ually responsible for the inflated condition 
in which the nation, and for that matter 
the entire world, found itself. 


Process of Deflation 


HE process of deflation, however, was 
one in which the Federal Reserve Sys- 
tem was more intimately concerned. When 
the business public woke up to the neces- 
sity of taking the water out of prices, the 
Federal Reserve Board and the Federal 
Reserve Banks took an active hand. Their 
efferts were conscientious, at least, and, for 
the most part, intelligent and sympathetic. 
Blunders were committed without doubt; 
some of them errors of judgment perhaps, 
as when one Federal Reserve Bank sent 
out a general notice to all borrowing banks 
in a certain state that their entire debt 
must be liquidated on or before a certain 
date. This was obviously impossible and 
obviously illogical. The final handling of 
that case was, however, much more scien- 
tific and the result was an orderly liquida- 
tion from a high peak of about two and 
one-half times the so-called basic line of 
borrowing of the banks in that state, to a 
present volume of rediscounts within 5 
per cent. and 10 per cent. of the maximum. 
The unfortunate part of the affair was that 
a request on the part of the Federal Re- 
serve Banks for liquidation, or any dis- 
inclination, to loan any individual bank 
beyond a reasonable amount, presented an 
opportunity to lay blame for the whole 
situation on the Federal Reserve System. 
This is particularly true in the agricul- 
tural sections. While the actual statistics 
of the Federal Reserve Banks show that 
basic lines of credit and even eligibility 
requirements were forgotten in many cases 
to prevent. banks going out of business, yet 
the feeling was prevalent that the country 
banks were not getting their full share of 
Federal Reserve co-operation. Demagogues 
in and out of Congress have been quick 
to take up the cry against what they have 
styled, “Federal Reserve tyranny and com- 
pulsion.” 

The facts of the matter were, and they 
can be easily demonstrated by a review of 
the figures, that the Federal Reserve System 
not only went to the limit of its lending 
capacity, but also that by far the larger 
amount, in proportion, of its lending power 
was used in agriculture districts. 

Great stress was placed by the framers 
of the Federal Reserve Act on the im- 
portance of restricting the assets of the 
Federal Reserve Banks to self-I'quidating 
commercial paper. As stockholders of the 
System we may well congratulate ourselves 
that but a very small part of the recent 
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legislation for assisting the farmer in with- 
holding his products from market for better 
prices was fastened on the Federal Reserve 
System. Perhaps the machinery of the so- 
called intermediate credit banks may work 
out well, but there will always exist a 
suspicion in the mind of the educated public 
that legislation fostered by special interests 
and designed to serve those same interests 
is likely to have inherent weaknesses and 
not to be 100 per cent. good for the nation 
as a whole. Although the framers of the 
Act stressed the principle of self-liquidat- 
ing paper, they at the same time introduced 
the element of investment bankizg into the 
System by the inclusion of government 
securities. Governments are, of course, the 
highest form of security, but government 
securities do not, in any sense, have a self- 
liquidating character. Goverriment securi- 
ties of twenty-year maturity are not the 
ideal basis for government currency which 
is expected to be absolutely responsive to 
seasonal trade demands. With the war 
over, and the needs of the Treasury De- 
partment being more and more easily taken 
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care of, might we not begin to co: 
the advisability of amending the Act + 
end that government would be free to 
culate in the natural markets, but out 
of the Federal Reserve System. 

The bankers of the country should p> 
proud of that great member of their fra- 
ternity, Secretary Andrew Mellon, who has 
performed miracles with his department 
and has always stood out against political 
domination in the Federal Reserve Board 
and against allowing politics to fasten upon 
the country huge commitments for whic’) 
no appropriation had been made. Secre- 
tary Mellon is a living demonstration of 
how far a man of real ability, real courage 
and iron will can go, even in Washington. 


side 


Danger 


HERE is grave danger that unless cer- 
tain changes are made with reference 

to the manner in which the personnel of 
the Federal Reserve Board is chosen 
we will be deprived of the leadersh'p of 
men most competent by experience, knowl- 
edge and conservatism to serve. Already 
we all know that in very many cases the 
men who really have ability in the banking 
and business world have refused appo‘nt- 
ments to the Board for reasons which are 
not hard to find. The small salary will not 
be an insurmountable obstacle to successful 
men who have attained a competence. The 
three year enforced vacation from the bank- 
ing business following service on the Board 
is a serious obstacle. It should be possible, 
and it is possible, to secure men for the 
Federal Reserve Board whose sense of the 
responsibility of a confidential relationship 
is keen enough to make that provision un- 
necessary. Furthermore, the uncertainties 
of office tenure, based on the ever present 
possibilities of a change in political admin- 
istration, is not attractive to men in private 
life. What might be called the turnover 
of the Federal Reserve Board has already 
been much too rapid for the good of the 
System. You might be interested to know 
that in the place left vacant on the Board 
by Mr. Mitchell there have been three 
predecessors, or four in all, with an aver- 
age service of two years. There have been 
three representatives from the New York 
district with an average term under three 
years. There have been ‘four occupants of 
the ex-officio chair of the Secretary of the 
Treasury, and two in the seat of the Comp- 
troller of the Currency. Mr. Crissinger is 
the fourth governor. There have been four 
counsels of the Board and four secretaries. 
Only two members of the Board have 
served continuously from the first, though 
the term of office is supposed to be for 
ten years. The term of two members ex- 
pired and the president in each case failed 
to make known his plans as to reappoint- 
ment until the terms had actually expired. 
There is practically a unanimous opinion 
among national banks that the functions 
of the Comptroller of Currency should be 
consolidated with those of the Federal Re- 
serve Board, thus giving them one examina- 
tion and reporting agency instead of two. 
There have been men proposed for mem- 
bership on the Federal Reserve Board of 
whose real qualifications there could be a 
reasonable doubt. Special interests have 
put forward special candidates. A recent 
candidate for Comptroller of the Currency 
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had a political lobby which, for energy and 
use of every possible influence, has _per- 
haps never been surpassed, and but for the 
courageous stand taken by the junior Sena- 
tor from Michigan in telling the truth 
regarding the candidate’s record as a 
banker and as a borrower, the narrow ma- 
jority by which the confirmation of his 
appointment was defeated might easily have 
been wiped out. The Governor of the Fed- 
eral Reserve Board should not be appointed 
by the President of the United States. The 
Board itself should elect him from its own 
membership. Service on the Board should 
be made of the same high standing, and 
perhaps have the same life term, as has the 
Supreme Court of the United States. Every 
possible effort must be exerted to preserve 
the Federal Reserve System from political 
alliance and to keep its powerful influence 
entirely devoted to the building up of the 
greatest banking system in the world. 


T is none too early now to make reserva- 

tions and other preliminary arrangements 
for the annual convention of the American 
Bankers Association which will this year be 
held at Atlantic City, September 24-27 in- 
clusive. Always one of the most important 
of the year’s conventions, the great success 
of last year’s congress of bankers in New 
York City has accentuated interest in these 
annuals. As always the convention of the 
American Bankers Association is a conven- 
tion replete with opportunities for the alert; 
those who attend its sessions will gain new 
inspiration and obtain information having a 
direct bearing on the conduct of the banking 
business. 


Early plans for the September convention 
are being made with the objective of an 
annual meeting of the greatest possible 
service to the banking fraternity and to busi- 
ness. Last year’s convention, in the opinion 
of outside observers, was one of unusual 
value from a business point of view; this 
year’s convention is being planned in the 
hope that a new high level may be attained 
in producing a convention out of which all 
who attend its sessions may obtain the max- 
imum of business benefit. 


Atlantic City is one of the most popular 
convention cities, for the reason that in 
no place may a convention be held with 
as great convenience and less loss of time 
to the delegates as in this city on the 
sands. The selection of the 1923 meeting- 


place also has the advantage of giving to 
the bankers who come from many sections 
the opportunity of being able to include 
such cities as New York, Philadelphia, Bal- 
timore, and Washington in their itineraries. 

The headquarters of the Association will 


The history of the first and second 
United States banks is dim to us after one 
hundred years, but I ask you to note that 
the first bank in the United States was 
established in 1791 and failed to obtain a 
renewal of its charter in 1811, the oppon- 
ents charging that the bank was a “money 
trust” controlled by foreigners, a tool in 
the hands of the Federalists, and that the 
act chartering the bank was unconstitu- 
tional. 


Danger of Politics 


OTE the use of the words, “money 

trust.” We have the idea that this is 
a modern term. The suspicions which 
animate the demagogue today have not 
changed in a century. The second bank 
of the United States was chartered in 1816 
and failed to obtain a renewal of its charter 
in 1831, the reasons as given by a noted 


The September Convention 


be at Hotel Traymore. The morning ses- 
sions of the convention will be held on the 
Million Dollar Pier, an auditorium in which 
business may be transacted under most 
agreeable conditions. 

Atlantic City should, and undoubtedly 
will, see a big convention in September— 
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authority being a wide-spread belief that 
the bank was unconstitutional, the hostility 
of the states, the opposition of the state 
banks, the rise of democracy, and the envy 
and hatred which the poor always feel 
toward the rich. 

Both banks functioned well and accom- 
plished much for the country during crucial 
times. The downfall of both was caused 
simply and solely by attempts to place the 
determination of banking policies in the 
hands of political authorities. 

The delicate handling of currency and 
credit to the high end that best interests 
of all may be served with special privilege 
to none cannot be left to others than those 
who are competent through proven judg- 
ment and experience. The danger of poli- 
tics in the Federal Reserve System is a real 
one; upon us, as bankers, is placed the 
grave responsibility of forever keeping the 
great System clean. 


big in its business value to bankers, and 
big, too, in pleasure for the members of 
their families who will spend the week with 
them. September in Atlantic City is one 


of the most delightful months. 
As is customary the railroads will grant 
reduced rates. 
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American Bankers Association Headquarters 


The diagram above shows the convenient location of the headquarters of the Amer- 
ican Bankers Association, 110 East Forty-second Street, New York City, across the 
street from the Grand Central Terminal; convenient to transportation in all directions. 
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Traveler’s Check Liability 


ANKS which have sold travelers 

checks of Knauth, Nachod & 

Kuhne which firm has recently 

failed, are not liable to purchasers 
for the redemption of such checks, such 
banks being selling agents only. The same 
relation is true of banks which sell checks 
similar to those issued by the American Ex- 
press Company. Banks which sell A. B. A. 
travelers’ checks would be liable as drawers 
in event of nonpayment but are protected 
by a trust fund. 

What is the liability, if any, of the selling 
bank to holders of outstanding travelers’ checks 
of Knauth, Nachod and Kuhne, which firm has 
recently failed? What liability does the sellin 
bank assume in case a similar situation shoul 


arise with reference to travelers’ checks of the 
American Express Company or the A. B. A.? 


K. N. K. Travelers’ Checks 


1. The question is whether the selling 
bank incurs any liability to the purchasers 
or holders of outstanding Knauth, Nachod 
& Kuhne travelers’ checks to make good 
such checks upon failure of the issuing 
bank? This form of “check,” so-called, is 
virtually a promissory note of Knauth, 
Nachod & Kuhne payable to the order of 
purchaser on presentation within one year 
from the date through a number of listed 
correspondents, on countersignature, cor- 
responding with the purchaser’s original 
signature. It has printed thereon “Sold 
by” with the name and place of the selling 
bank which, after deduction of a commis- 
sion, remits the purchase money to the 
issuing bank, 

One of these checks was before the New 
York Court of Appeals in Sullivan v. 
Knauth, 115 N. E. 460, where the check 
had been paid on forgery of the counter- 
signature of the purchaser. The point 
decided was that, notwithstanding such 
payment, the issuing bank was liable on the 
check to the original purchaser. In that 
case the check had imprinted thereon “Sold 
by Lyon County Bank, Yerington, Nev.,” 
which is typical of the imprint of the selling 
bank’s name on all Knauth, Nachod & 
Kuhne travelers’ checks. Discussing the 
form of contract and the relation of the 
selling bank, the court said: 

“Clearly the Lyon County National Bank at 
Yerington, Nev., was the agent of defendants. 
As such agent it received from the plaintiff 
$550 for defendants, not as a deposit or for 
safe-keeping but upon a contract wherein defend- 
ants undertook that they would within one year 
from the date of the checks, when countersigned 
below. (where the words ‘countersign here’ ap- 
peared) with the opposite signature (i. e., the 
original signature of plaintiff subscribed in the 
presence o defendant’s agent under the heading 
Holder’s signature’), pay the amount stated in 
the check to the order of the payee therein 


named. The contract of defendants was pre- 
pared by them.” 


Selling Bank Is Agent 


The relation of the selling bank is, there- 
fore, that of agent of the issuing bank. As 
such agent, is there any liability for re- 
demption of the checks? 


Opinions of the General Counsel 


By THOMAS B. PATON 


Section 69 of the Negotiable Instruments 
Act provides: “Where a broker or other 
agent negotiates an instrument without in- 
dorsement, he incurs all the liabilities pre- 
scribed by Section 65 of this Act, unless he 
discloses the name of his principal and 
the fact that he is acting only as agent.” 

Section 65 of the Negotiable Instruments 
Act provides: “Every person negotiating an 
instrument by delivery or by a qualified in- 
dorsement, warrants: 1. That the instru- 
ment is genuine and in all respects what it 
purports to be; 2. That he has good title 
to it; 3. That all prior parties had capac- 
ity to contract; 4. That he has no knowl- 
edge of any fact which would impair the 
validity of the instrument or render it 
valueless. But when the negotiation is by 
delivery only, the warranty extends in 
favor of no holder other than the immedi- 
ate transferee. The provisions of subdi- 
vision three of this section do not apply to 
persons negotiating public or corporation 
securities, other than bills and notes.” 


Agent Not Liable for Default 


Under the above sections an agent who, 
without disclosing the name of his prin- 
cipal and the fact that he is acting only as 
agent, sells or negotiates a note without in- 
dorsing it, would be liable for genuineness 
and the other matters warranted in Section 
65, but his liability would not extend to an 
engagement to pay, on default of payment 
by the maker; so that even could it be said 
that in selling these travelers’ checks, the 
selling bank did not disclose that it was 
acting only as agent for Knauth, Nachod 
& Kuhne principal, there would be no 
liability under the Negotiable Instruments 
Act to make good the check upon default 
of the principal. But the fact that the 
selling bank is agent for a disclosed prin- 
cipal is apparent to the purchaser, for the 
New York Court of Appeals, as already 
quoted, has said that “clearly the Lyon 
County National Bank at Yerington, Neva- 
da, was the agent of defendants.” 


[Effect of Words “Sold by’”’ 


There is, therefore, no liability of. the 
selling agent to make good these checks de- 
faulted by the principal, unless the im- 
printed words “Sold by” with the name of 
the bank can, in any way, be held to create 
a liability, such as indorser, surety or guar- 
antor. In our opinion, these words do not 
import a binding contract of any kind, 
but are simply an indication of the name 
and address of the agent by whom the 
check is sold and do not make the bank 
liable any more than would the agent who 
sells an insurance contract and imprints 
thereon his name and address, be liable 
thereon upon default of his principal. Such 
words do not, we think, import a contract 
of suretyship or guaranty or indorsement. 
The contract of indorsement, in its tech- 
nical sense, means writing one’s name on 
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the instrument with intent to incur the 
liability of a party who warrants payment 
of the instrument, provided it is duly pre- 
sented to the principal at maturity, not paid 
by him and such fact is duly notified to the 
indorsers. Daniel on Negotiable Instru- 
ments, Sec. 666; Gray Tie & Lumber Co. »v, 
Farmers’ Bank, 60 S. W. (Ky.) 537. 
Clearly, here, there is no intention to 
assume the liability of an indorser to pay 
upon due presentment and default of the 
maker and due notice of dishonor. 

Even could such imprint be construed 
otherwise and held to be placed on the 
check with intent to bind the baak as in- 
dorser, or as surety or as guarantor, such 
an act would in any event be held ultra 
vires because it would be beyond the power 
of a bank, national or state, to guaranty 
the indebtedness of its principal in which 
it had no interest. The purchase money 
the selling bank receives for these checks 
is paid over to the principal and the debt, 
therefore, is the debt of the principal who 
has received the consideration and not the 
debt of the selling bank. A small country 
bank might, in the course of a season’s 
business, sell many thousand dollars worth 
of such checks, far exceeding its capital 
and surplus, and it is safe to say, the 
courts would hold that any accommoda- 
tion indorsement or contract of suretyship 
that it made for the payment of such 
checks upon default of the principal, would 
be beyond its power and invalid. However, 
we are of opinion that no such contract 
of indorsement or suretyship can be im- 
ported from the imprint of the statement 
that the check is sold by a bank whose 
name and address is given. The question 
of liability of thé selling bank upon failure 
of the issuing bank has never come before 
any court because until now, so far as we 
know, there has been no case of failure 
of a bank issuing travelers’ checks. 


Selling Bank Not Liable 


The conclusion follows that the selling 
bank is only an agent and is not liable to 
purchasers of outstanding checks of 
Knauth, Nachod & Kuhne because of the 
failure of the latter to pay such checks. 


Express Company Checks 


Two. For the reasons above given, the 
bank selling Travelers’ checks in a form 
similar to those issued by the American Ex- 
press Company would incur no liability for 
redemption of outstanding checks should 
the issuing corporation fail. Such “checks,” 
so-called, are in substance a promise by 
the express company to pay at its paying 
agencies to the order of a specified payee 
the amount of the check when counter- 
signed with the signature affixed at the 
time of purchase. On this form of check 
the name and address of the selling bank 
nowhere appears. In such case, as we have 
seen, there is no liability of the selling agent 
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to pay the instrument upon default of the 
principal. The only decided case that we 
know of involving this form of check is 
Samberg v. American Express Co., 99 
N. W. 879, decided by the Supreme Court 
of Michigan in 1904 and that case, of 
course, did not involve the point under dis- 
cussion. There the purchaser had counter- 
signed the instrument and then run a line 
through his countersignature and after- 
wards transferred it to the plaintiff for an 
indebtedness. The court held that an 
erased signature is as though there was no 
signature and that the company had the 
right to refuse to pay it when the check 
did not bear the countersignature agreed 
upon. The court found it unnecessary to 
discuss whether the instrument was a 
promissory note, although the trial court 
found as a conclusion of law that the in- 
strument was a promissory note, made 
payable to order and not indorsed. 


A. B. A. Checks 


Three. The A. B. A. Traveler’s check is 
different. It is in form a draft by the 
selling bank on the Bankers Trust Com- 
pany payable at any time within two years 
from date to the order of the payee when 
countersigned. It bears the acceptance of 
the Bankers Trust Company, promising to 
pay when properly negotiated through 
named correspondents. It is virtually an 
accepted draft. Should such a draft be 
dishonored, the selling bank as drawer 
would be liable under the Negotiable In- 
struments Act, conditioned upon the proper 
steps to preserve its liability. But in the 
case of these checks, the purchase money 
is held as a trust fund for their payment. 
In the contract between the A. B. A, and 
the Bankers Trust Company it is provided 
that all funds remitted to the trust com- 
pany for the payment of checks will be held 
by it as trustee or depositary and the 
trust company shall so stipulate with the 
selling bank. Under Section 188 (8) of the 
Banking Law of New York applicable to 
Trust Companies it is provided that “If dis- 
solved by the legislature or the court, or 
otherwise, or liquidated by the superin- 
tendent of banks or otherwise, the debts 
from such corporation as guardian, trustee, 
executor, administrator, committee or de- 
positary, shall be entitled to priority of 
payment from the assets of such corpora- 
tion on an equality with any other priority 
given by this chapter.” 


Garnishment; Checks at Clear- 
ing House 


WHERE the checks of a depositor were 
presented at the Clearing House at 
10:30 A. M. and his account was garnished 
at 10:43 A. M. before such checks were re- 
turned to the bank, the garnishment takes 
precedence as the presentment and ex- 
change at the clearing house was not a final 
payment of the checks. 


From Rhode Island:—Kindly advise if it has 
ever been determined if the delivery of checks at 
a clearing house constitutes a legal presentation 
of the same for payment. This question arose 
in the following manner: 

A member bank was served with a writ of at- 
tachment garnisheeing a depositor’s account at 
10:43 a. m. 

The local clearing is made at 10:30 a. m. 

In this clearing were several checks drawn on 


this depositor’s account and covering the greater 
part of the amount that he had on deposit. The 
question is, did the delivery of these checks to 
our clearing house clerk constitute a legal pre- 
sentation or were they not legally presented un- 
til they were actually in the bank and the clear- 
ing house balance had been settled? Would a 
bank be justified in returning such checks under 
the clearing house rules for the reason that the 
account had been attached? 


The presentation of a check at or through 
the Clearing House is, according to the 
authorities, a legal presentment for pay- 
ment but the check is not finally but only 
provisionally paid at the time of exchange 
of checks and adjustment of balances and 
if, when it reaches the drawee bank, the 
account is not good for the amount, the 
check is not paid but may be returned with- 
in the time fixed by the Clearing House 
Rules. The above proposition is supported 
by the authorities cited below and it fol- 
lows that where the account of a depositor 
is garnished at 10.43 A. M. after the time 
of presentment of his checks at the Clear- 
ing House at 10.30 A. M. but before they 
have reached the bank for examination and 
payment, the checks at the time of gar- 
nishment have not been paid, the garnish- 
ment holds and the bank can return such 
checks under the Clearing House Rules for 
the reason that the account has been gar- 
nished. 

In Columbia-Knickerbocker Trust Co. v. 
Miller, 109 N. E. (N. Y.) 179 checks were 
presented at the Clearing House at 10 A. M. 
and were received at the drawee bank at 
10.30. At noon, before the drawee had an 
opportunity to check up the items received 
from the Clearing House, the drawer sus- 
pended and the checks were returned as 
unpaid within the time fixed by the Rules. 
The court held that checks had not been 
paid. It said: “Doubtless, the adjustment 
of balances by the Clearing House consti- 
tutes a sort of tentative or provisional pay- 
ment, but that adjustment occurs without 
an opportunity to the members to examine 
the items, verify signatures, compare the 
amounts with the drawers’ accounts, and 
the like and regardless of whether the 
checks are good. The constitution of the 
Association contemplates that the members 
will directly adjust between themselves 
claims arising from the return of the 
checks. It thus appears that the question 
of payment is not, and cannot be, ultimately 
decided until the bank upon which the 
check is drawn has had an opportunity at 
its banking house to examine the checks. 
; As between the immediate parties 
to the transaction then there was plainly 
no payment The tentative or pro- 
visional payment through the usual ex- 
change of credits was to stand if upon 
examining the check after it reached its 
banking house the bank upon which it was 
drawn concluded to pay it. If it reached 
that conclusion, nothing more remained to 
be done, and the tentative or provisional 
payment became final. That arrangement 
obviated the necessity of having some one 
stand at the counter of the City Bank to re- 
ceive payment, and in practical effect an- 
swered the same purpose.” 

In Hentz v. National City Bank, 144 N. 
Y. Supp. 979, involving a similar state of 
facts, where the drawer failed after his 
checks had been presented at the Clearing 
House and were returned by the drawee 
for that reason, the court held there had 


been no payment and said: “A payment 
through the clearing house and a payment 
over the counters of a bank upon which 
a check is drawn are entirely different. The 
clearing house is simply a representative of 
all the banks who are members of it. Its 
purpose is to enable these banks to go to 
the clearing house each day and there 
present checks drawn on other clearing 
house banks received the day before and 
receive from the clearing house checks 
drawn on the presenting bank which have 
been sent in by some other member. The 
clearing house then balances the check sent 
by a bank against those sent to it, and 
later in the day a bank either pays or re- 
ceives the balance due to or owing by it; 
in other words, it is an adjustment of bal- 
ances, solely for the convenience of the 
banks who are members of the association. 
It is in no sense a payment binding upon 
the bank upon which it is drawn, so far as 
the payee named therein is concerned, since 
under one of the rules of the clearing 
house association a check or draft thus 
received may be returned to the bank from 


_ which it is received at any time that day 


before 3 o’clock in the afternoon. 

“The payment of a clearing house bal- 
ance is not a payment of any particular 
check and does not become so until the 
time within which the check may be re- 
turned has expired. This would 
seem to follow from the necessity of each 
case, because a bank upon which a check is 
drawn has no opportunity to examine it 
until after it has been received from the 
clearing house. Among the checks pre- 
sented at the clearing house may be forged 
checks, checks drawn against insufficient 
funds, and checks upon which payment has 
been stopped; but, irrespective of their 
validity, all of them must, in making 
payment through the clearing house, be 
charged against the bank upon which they 
are drawn in order to ascertain and adjust 
the balance; and, if a check be thus paid, 
then the bank can protect itself under the 
rules by returning it to the bank from 
which it was received within the time speci- 
fied.” 

In Eastman Kodak Co. v. National Park 
Bank, 231 Fed. 320, the court said: “Pay- 
ment is a matter of intent, and it seems to 
me quite clear that the mere entry of the 
items upon a sheet in the clearing house is 
not intended as a payment. It is what Mr. 
Justice Miller calls it in Columbia-Knicker- 
bocker Trust Co. v. Miller, 109 N. E. 
179,180, ‘a sort of tentative or provisional 
payment.’ As between the immediate par- 
ties to the transaction, then, there was 
plainly no payment, 215 N. Y. 180,109 N. E. 
196. The rules make it clear that the whole 
day must expire before the credit entries 
are to be taken as receiving the assent of 
the debtor members, and it makes no dif- 
ference for what reason they decline to 
admit the item.” 

In First National Bank v. National Bank, 
165 N. Y. Supp. 15, the above views were 
reiterated but in that case after a check was 
received from the clearing house, the 
account of the drawer was charged with 
the amount. This was held to constitute 
payment and the subsequent act of the 
bookkeeper in striking out the charge after 
notice of suspension of the drawer, did not 


32 JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


alter the status. On the proposition of 
what constitutes payment, the court quoted 
from Baldwin Bank v. Smith, 109 N. E. 
(N. Y.) 140 as follows: 

“All that is necessary to constitute pay- 
ment is the intention to make the -applica- 
tion which may be evidenced in a variety of 
ways, e€. g., by bookkeeping entries, by can- 
celling the note and surrendering it to the 
makers, by the drawing of a check by the 
makers and its acceptance in payment by the 
bank.” 

It follows, as already stated, that where 
an account is attached or garnished after 
checks against the account are presented at 
the Clearing house but before they have 
been finally paid at the bank, the garnish- 
ment takes precedence and the checks could 
be returned as unpaid. 


Coupon Time Certificate 


ih REET bank proposes to issue a 
time certificate of deposit payable in 
three years to the depositor or his heirs with 
semi-annual coupons for interest attached 
payable to like parties. The certificate is 
not intended to be negotiable. 
national bank has authority to issue a time 
certificate of deposit and the instrument. in 
question is valid and its issue within the 
power of the mational bank. 


From lIowa:—We are enclosing herewith a 
certificate of deposit which we think about using 
in our bank. We would like to have you go over 
this form and see if there is anything about it 
that would be contrary to banking laws. 

The intention is to make this a_ three-year 
time certificate and pay just a little higher rate 
of interest than on the six months certificate. 
The object in making it non-negotiable is so that 
you will know where your certificates are and 
to keep them from being transferred to blue sky 
“artists.” 

Many times there are people who have $500 
or $1,000 which they want to invest. The amount 
is not large enough for them to buy a farm 
mortgage and we believe something of this nature 
would meet the demand. We would be pleased 
to have your opinion on this matter. 


The form of certificate of deposit en- 
closed, recites in substance that A has de- 
posited in the bank, an amount of dollars 
“payable only to A or his heirs, adminis- 
trators or executors” on a future date 
specified “with interest from date until 
maturity at the rate of —— per cent. per 
annum payable semi-annually as per the 
coupons attached. No interest after due.” 
Six interest coupons are attached, each 
promising to pay on a specified date “A or 
his heirs, administrators or executors” 
the amount of dollars “bearing six months 
interest to that date on certificate of deposit 
No. —— of even date herewith. No in- 
terest after due.” 

This form of certificate is non-negotiable 
being payable to a specified person only and 
not to order or bearer and it is intentionally 
so made. The question is asked as to its 
validity. 


Opinion: A 


The institution proposing to issue the 
above certificate of deposit is a national 
bank and it has been held that under the 
broad authority “to receive deposits” con- 
ferred by the National Bank Act, a national 
bank may receive deposits payable on time 
with interest. State v. Peoples National 
Bank, 70 Atl. (N. H.) 542. 

In Adams v. Compo Bond Corporation, 
282 Fed. 894 a national bank issued cer- 
tain instruments known as “Compo Thrift 
Bonds” which were a promise to pay to the 
registered holder after a certain time a sum 
of money known as the maturity value, 
which was arrived at by compounding in- 
terest on the original payment made to the 
bank by the purchaser. The interest in 
practice was 3%4 per cent. compounded. 
Either the bank or the registered holder 
could cancel and redeem a bond at any 
time upon sixty days’ notice by payment of 
the amount originally advanced and ap- 
proximately the accrued interest. The so- 
called bond acknowledged the receipt of 
one-half the maturity value e. g., $50 and 
promised to pay to the named depositor or 
his executors or administrators or assigns 
in twenty years the maturity value e. g. 
$100. 

In this case, a stockholder sought to 
restrain the bank from issuing these bonds, 
contending that such an issue was an ultra 
vires act on the part of the national bank. 
The Federal Court held that it was within 
the power of the bank to issue such bonds. 
Mr. Justice Hand said: “I have considered 
this somewhat novel instrument, and can 
see no essential difference in effect between 
it and any ordinary time certificate of de- 
posit for $50, at 3% per cent. compounded, 
with appropriate provisions for surrender 
and cancellation. Indeed, it does not differ 
from any deposit which draws: interest, ex- 
cept that the money can only be withdrawn 
on 60 days notice if the bank cares to 
insist upon its right... .” 

In the light of the above, I see ‘no reason 
why the proposed certificate of deposit pay- 
able in three years with semiannual coupons 
attached, is not valid and its issue within 
the power of a national bank. 


Indorsement to “ A or bearer.”’ 


CHECK drawn payable to order of 

“A or bearer” is a bearer instrument, 
negotiable by delivery and does not require 
indorsement cither for negotiation or pay- 
ment. 


From Pennsylvania:—A corporation draws its 
check on this bank payable to the order of “John 
Jones or bearer.” he check is presented to us 
for payment through the Clearing House Associa- 
tion by another bank in this community. Will 
you kindly answer the following questions: 

1. Is the indorsement of John Jones neces- 
sary on the check? 
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2. Is the indorsement of some individual «., 
the check necessary? 


3. Is the indorsement of the bank ing the 
check’ sufficient? 


The Negotiable Instruments Act provides 
that “the instrument is payable to beare 
: when it is payable to a_ perso: 
named therein or bearer.” Sec. 9. The act 
further provides that an instrument “if pay- 
able to bearer is negotiated by delivery.’ 
Sec. 30. 

A bearer instrument requires no indorse 
ment either for negotiation or payment 
For example, the Supreme Court of your 
own state of Pennsylvania in Dominion 
Trust Co. v. Hildner, 90 Atl. 69 said: “No: 
was it necessary that the note should hay: 
been indorsed by the party from whom 
plaintiff purchased the note. It was in 
dorsed in blank by defendant which wa: 
equivalent to making it payable to bearer 
After that the note was negotiable by cd 
livery. Sec. 30 of the Negotiable Instru 
ments Act May 16, 1901.” The same 
rule, of course, applies to an instrument 
originally made payable to bearer as to one 
originally made payable to order and then 
made payable to bearer by indorsement in 
blank; in either case, the person taking 
from the holder acquires full rights with 
out the indorsement of the holder who 
negotiates it. . 

It is customary for banks upon which 
bearer checks are drawn to request indorse- 
ment by the holder to indicate to whom 
the money is paid but should the holder in 
any case refuse, such indorsement cannot 
legally be required. 

Replying to your questions seriatim (1) 
the indorsement of John Jones is not nec- 
essary on the check (2): the indorsement 
of some individual on the check is not 
necessary (3) the indorsement “paid” by 
the bank paying the check is sufficient and 
the check is chargeable to the customer’s 
account. 


Convention Calendar 


Date Association 
July 17-20 Amer. Inst. of Banking 
Cleveland, Ohio 


Aug. 9-11 Montana ......... Great Falls 
Aug. 21-22 West Virginia ...... Fairmont 
Sept. 5-6 Kentucky .......... Louisville 
Sept. 6 Rehoboth 
Sept. 7-8 New Mexico ..... Cloudcroft 
Sept. 11-12 Indiana ........ Indianapolis 


Sept. 18-19 Farm Mortgage Bankers 
West Baden, Ind. 
Sept. 24-27 A. B. A. .. Atlantic City, N. J. 
Oct; Arizona: Tucson 
Oct. 28-31 Investment Bankers 
Washington, D. C. 


Some of the Major Problems 


FTEN the applicant for credit is 
thoroughly honest, sincere in his 
belief that he can make good and 
meet his obligations but credit is 

refused because the banker can see the end 
before the applicant’s beginning has been 
initiated. The town ne’er-do-well without 
ability to save a dollar usually has a wild 
scheme “with millions in it” if he could 
only get the money of those who do save 
to back it. 

It is, then, no mere figure of speech to 
say that to be passive, or indifferent in the 
presence of a movement which would result 
in currency-tinkering at the hands of un- 
tried men is in effect giving credit on a 
wholesale scale. The power to interfere 
with, modify or change, our currency sys- 
tem is the power to depreciate the value 
of our investments, the power to halt busi- 
ness, the power to close factories. In the 
financial history of the United States there 
will be found not one chapter but many 
chapters suggestive of the cost of giving 
this kind of credit. The man who in his 
scheme for cheap money visualizes some 
advantage accruing to him at the expense 
of his neighbor sees only a small part of 
the picture. He does not see that the gain 
which he hopes to make in one direction is 
by the operation of the same law wiped 
out in the reduced value of his investments, 
of every name and nature, wiped out in loss 
of employment and opportunity, wiped out 
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in the net worth of wkat he gets for that 
which he sells. There is a tangible example 
of the cost of political experiments in finan- 
ces in the case of Oklahoma where a polit- 
ical experiment caused many bank failures, 
many a heartache and a total loss to the 
people of the state of $15,000,000! 

Passivity, inaction, procrast’nation on the 
part of men who know, while the imagina- 
tions of credulous customers and townsmen 
are being stimulated by thoughtless en- 
thusiasts, is dangerous. Let it be under- 
stood that the giving of moral support di- 
rectly or indirectly to currency experiments, 
is in effect giving a blanket-credit where 
credit for a specific sum would not gain the 
dignity of being considered! 

Usually those from whom freak money 
movements draw’ their strength, have but 
a hazy conception of the far-reaching ef- 
fect of the thing proposed and no realiza- 
tion of the menace it contains for them- 
selves and their families. 

In one of Dickens’ sketches he tells how 
a candidate for Parliament aroused en- 
thusiasm by his advocacy of the “illimitable 
perspective” though the candidate never told 
just what was meant by the “illimitable per- 
spective” and probably no one had a very 
definite idea of what was meant! 

Let there be no underwriting of the “il- 
limitable perspective” in this year of 1923. 
Cheap money has always meant widespread 
loss! 


The Last Act 


T= curtain seems to have risen on the 
last act of the tragedy of German marks. 

The injustice and inequity which attends 
a depreciation of currency is recognized 
now by the German courts, and the practice 
of paying debts with stuff that is money in 
name only has received judicial setback. 

Early last winter the Leipzig Supreme 
Court declared that a bad mark need not 
be accepted in payment of old contracts 
which were entered into at a date when 
the mark was of better value. 

Recently according to a dispatch, “the 
courts have gone very much further in this 
practice of approving what is practically a 
rejection of the paper mark. In law and 
in practice so far it has been possible to 
pay off a gold mark mortgage with paper 
marks; in other words at the present rate 
of exchange to get rid of one’s secured debt 
by paying the creditor about 1/14,000 of 
what he loaned.” One of the late decisions 
came about when a mortgagee demanded 
payment in an actual value equivalent to 
what he loaned, and the court of Darm- 
stadt upheld the mortgagee declaring it was 
an outrage of loyalty and faith to pay off 
gold mortgages in practically worthless 
paper marks. 

So the jingle of words which has been 
so popular among debtors that “a mark is 
a mark” now is out of tune and out of 


popularity. A mark is no longer a mark, 
legally. As a matter of fact a mark has 
not been a mark for many a day, values of 
rye, wheat and other commodities in some 
sections having superseded it as the actual 
basis of business transactions. 

There are three kinds of cheap money 
advocates in the United States; those with 
a desire to bring about a change in the 
hope that they may land somewhere but 
without any good ground for belief that 
they will better conditions; those who are 
willing to judge a great institution or a 
great system by any defect, here or there, 
however small or isolated; and then the 
third class always willing to rally round 
the standard of the “illimitable perspective” 
whether it relates to money, tariff or the 
South Seas. 

The final act of the tragedy of the marks 
may be a lorg duration but,.long or short, 
its lesson is not likely to be lost in this 
country. If ever we have cheap money im- 
posed upon us it is unlikely that any law 
may be so drawn that it will persuade men 
to accept debased money in exchange for 
their toil or their goods at anything but its 
actual value. 

If ever we have cheap money in the 
United States the great common sense of 
the American people can probably be de- 
pended upon to see that there comes with 
it a provision which will prevent the recur- 
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rence here of any adoption of the—“a 
mark is a mark” sophistry. 

With the lesson of Germany and other 
countries before us, it would be unreason- 
able to expect that the great mass of the 
American people would have much patience 
with any demagoguery likely to destroy the 
value of their savings, likely to turn to 
ashes the inheritances of their children! 

A cheap money movement in this country 
would gain most recruits among the middle 
classes and the workingmen, yet in Germany 
it is upon these two that the greatest suffer- 
ing due to currency debasement is falling. 
The workingmen in some places have re- 
ceived what might be termed monumental 
advances in wages. To these increases have 
been added bonusus and other helps, but 
while wages go up the work goes down and 
the workingman’s lot steadily becomes more 
pitiful. If the German workmen ever had 
any bright dreams based on “cheap money 
and lots of it” their dreams have come true 
in the matter of quantity for literally the 
German workman can roll in cheap money 
if he wants to, nor would it be a great 
extravagance if he allowed the family dog 
to roll in money. But there the dream ends. 
“The bitter feeling is spreading among the 
ranks of labor” says the New York Times 
editorially, “that it is being exploited and 
driven into virtual slavery by the great in- 
dustrialists who find their profit in every 
new fall of the paper mark.” 

German workers have learned by a fright- 
ful experience that a plethora of money 
does not mean a plethora of wealth. They 
cry out against the injustice to them of 
cheap money. Their voices are raised in a 
menacing cry for real money! 

In many business concerns the transac- 
tions are reckoned in American money be- 
cause it is stable. In other words one 
haven of refuge from the horrors of cheap 
money is the American currency, the value 
of which would be changed if some well- 
meaning men could get the people’s sanction 
to try experiments with it! 


New Contacts 


6 aw determination of the Advertising 
Clubs of the World to hold their next 
convention in London in 1924 seems to have 
been the next logical step to take in the 
development of advertising, because among 
all of the great reconstruction and read- 


justment problems of European nations 
there is not one which might not be helped, 
if not fully solved, through the intelligent 
employment of advertising methods. That 
Europe, or some particular corner of it, 
may not be used to advertising methods 
such as are familiar enough elsewhere is 
more or less beside the mark. Great en- 
terprises have been developed — primarily 
through advertising from what looked like 
barren fields. Some of these undertakings 
having been developed by taking advantage 
of trivial characteristics or susceptibilities 
of human nature, there need be no fear that 
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when advertising concerns the more im- 
portant affairs of mankind it will not get 
a similar response to an intelligently framed 
appeal. The holding of the convention in 
London will inevitably extend to additional 
thousands the commerical and the political 
possibilities of using this constructive en- 
gine to bring about employment, and in 
its train, contentment to many who now 
have each in but scanty, measure. 


To go to London with the 1924 convention 
is a good step, more so when the closer 
proximity of Europe to America is con- 
sidered. With our isolation disappearing a 
more intimate knowledge of oversea’s ways, 
goods, methods and market possibilities are 
more than desirable for the well informed 
advertising man—it is necessary. 

In the London Conference, America will 
give Europe valuable help, but the Ameri- 


cans will without doubt receive as much in 
inspiration and general information as they 
may deliver. If we are to participate in 
the affairs of Europe it seems to be emi- 
nently proper that advertising, which has 
done so much for America, should do its 
part. In the new contacts resulting from 
the pilgrimage there should be a good gain 
in economic knowledge. 


Home Management Bulletin Service for Banks 


OMEN’S Departments in large 
banks are offering an appreciated 
service to both men and women 
in assisting to solve household 
and personal problems of finance. Many 
women seek assistance not only in the mat- 
ter of household budgets and accounts, but 
in the best way of spending the funds al- 
lotted to their care in order to get the best 
possible results for their families. 

The busy attendant in charge of such a 
department may find a useful and inex- 
pensive adjunct in a bulletin service on 
home management problems similar to the 
farm bulletin service of the South Dakota 
bank described in the JourNnat for May. 
Following the publication of that descrip- 
tion, so many banks wrote to the Depart- 
ment of Agriculture for bulletins to main- 
tain such a service that it has seemed only 
fair to offer the same service in their prob- 
lems to women depositors. 

Popular but scientific bulletins are avail- 
able on the economical use of various foods 
in the home; on the nutritive value of 
foods; foods for young children and school 
lunches; on vegetable gardens and canning; 
on home laundering and housecleaning; on 


shrubs and flowers; on household accounts. 


CANNING OF 


By C. B. SHERMAN 
U. S. Department of Agriculture. 


S, DEPARTMENT OF 
AGRICULTURE 


FARMERS BULLETIN No.1315 


These are free for the asking and a 
Women’s Department may find it advantage- 
ous to foliow the practice of the South Da- 
kota bank in providing printed and stamped 
postcard requests ready to be filled in by the 
applicant. The bulletins are then mailed 
direct to the applicants, thus relieving the 
bank of the bother of handling quantities 
of the pamphlets. 

The size of the bulletin board to display 
the samples of bulletins may be determined 
by the wall space available or by the num- 
ber of bulletins the bank wishes to offer. 
The bulletins are 6x9 inches. Pegs are 
driven into the board and the bulletins are 
hung on these pegs. 

A note or placard on the board should 
direct the reader to the attendant in charge 
for copies of any bulletins desired. The at- 
tendant can supply the post card request to 
be filled out by the customer, and thus her 
part is quickly done if she is busy on other 
matters. 

This system entails little work on the part 
of the attendant, once the board is built, 
beyond ordering the first supply, hanging 
the pamphlets and handing out post cards. 


If she wishes to keep informed regarding 
subsequent publications, the Department of 
Agriculture will send a printed list of all 
publications issued during each month. 

The Women’s Department may wish to 
call attention to its board and service by a 
letter to its women depositors, or by other 
means. Many women come to such depart- 
ments for assistance in solving household 
problems of other kinds than finance. This 
would seem to be an excellent opening and 
incentive to further reading and study on 
household problems. Pamphlets distributed 
in connection with such personal advice in- 
evitably arrest and hold attention better than 
when received through the mail, and it is 
possible that the bank expert may find the 
pamphlets useful in emphasizing her advice 
in permanent form. 

Banks that are not in a position to employ 
home economics experts for their service 
departments may find in such a bulletin 
board a beginning toward such service, and 
other banks that have not yet developed 
service departments might find this a con- 
venient and useful opening or substitute. 
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New Orleans Co-operative Plan 


By FRED W. ELLSWORTH 


Vice President Hibernia Bank & Trust Co., New Orleans. 


More Advertising Has Been Obtained for Less Money through 
the Joint Operation of the Banks. Useless Advertising Has 
Been Stopped. In One Year Over $42,000 Was Saved. Means 
Provided for Concerted Action against Worthless Promotions. 


NE naturally would assume that 

the millions of customers who 

daily transact business with our 

banking institutions ultimately 
would absorb a more or less concrete 
familiarity with the plan and purpose and 
general practice of the banks. But they do 
not! Most bank customers are superficially 
acquainted with the ordinary details, such 
as the drawing of a check, or the prepara- 
tion of a deposit ticket, but the economics 
of banking, the value of personal thrift, 
and the invaluable fiduciary functions 
offered by our trust departments are to 
them a closed book. And if this be true 
as to our customers who have constant 
contact with the bank, what of the millions 
who have yet to enter a bank for the first 
time! 

Verily, the banks, if they are to serve 
the people competently and comprehensively 
as they should, must make up their minds 
to do some school teaching, and to begin it 
now, and to continue doing it right straight 
along year in and year out until the general 
public is intelligently saturated. 

With this ideal before them, the banks 
of New Orleans some four years ago con- 
ceived the idea of establishing and main- 
taining a continuous joint program of in- 
formative advertising. 

To put this purpose into practical opera- 
tion a committee known as the “Associated 
Banks Advertising Committee” was organ- 
ized in May, 1919. This committee, which 
consists of one official from each of the 
participating banks, is charged with the job 
of preparing and publishing this continuous 
campaign of educational advertising. 


The New Orleans Plan *” 


ONCRETELY, the plan operates as 
follows: 

The Associated Banks’ Advertising com- 
mittee meets every Tuesday at lunch, where 
are discussed (a) advertising copy, (b) 
general policy, (c) periodicals of question- 
able merit that have solicited advertising, 
(d) requests for advertising from all con- 
ceivable kinds of organizations, legitimate 
and otherwise, and also peremtory demands 
for support from societies who suavely 
claim that they are entitled to such support 
because their treasurer does business with 
the bank. 

The chairman, vice president and the sec- 
retary of the committee serve during good 
behavior. A complete record of each meet- 
ing is made by the secretary, and a copy 
sent to each member. These records are 
lodged in the advertising departments of 


the respective banks so that the advertising 
managers will be constantly familiar with 
the policy and activities of the committee. 

The arrangement that exists between the 
several banks is an informal one, and can be 
discontinued at any time, except, of course, 
insofar as the participating banks are 
jointly obligated on advertising contracts. 

There is nothing in the “New Orleans 
Plan” that in any way interferes with the 
advertising policies of the various partici- 
pating institutions; nor is the individuality 
of their advertising affected at all. Each 
of the banks conducts whatsoever individ- 
ual advertising it may desire to, just as 
though no co-operative arrangement existed. 


Subjects Advertised 


HE schedule of advertising contem- 

plates advertisements in the New 
Orleans dailies every business day in the 
year, and this had been going on now for 
exactly forty-eight months. The two sub- 
jects that predominated in this advertising 
are trust service and thrift. Occasionally, 
whenever the fake investment coyotes be- 
come active, the copy carries warnings 
against these get-rich-quick bonds and 
stocks; and during the months of December 
and January, the advertisements are devoted 
almost exclusively to the subject of Christ- 
mas Savings Clubs. At present the adver- 
tising consists of that excellent series of 
educational talks on Banking and Elemen- 
tary Economics prepared by the Committee 
on Public Education of the American 
Bankers Association. 

The advertising prepared by the com- 
mittee on Publicity of the Trust Company 
Division of the American Bankers Asso- 
ciation in connection with its publicity cam- 
paign are also used as part of this con- 
tinuous co-operative campaign. 

The preparation of the advertisements is 
handled in turn by the advertising depart- 
ments of each of the participating banks, 
and each bank handles the copy for two 
months at a time. 

The committee has made a very careful 
and thorough investigation of the circula- 
tion, prestige and other qualifications of the 
various trade, fraternal, religious and other 
periodicals published in the New Orleans 
territory, and as a result has selected the 
best, and is running joint advertising in 
these, following the same general plan as 
that employed with the daily press. When 
applications are received from other periodi- 
cals, they are investigated with the same 
care, and as a rule are either accepted or 
rejected unanimously, although any partici- 
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pating bank that desires to use such periodi- 
cals is at the liberty to do‘so. 


Graft Advertising 


for the genera] 
good of advertising as a business 
force, there are all kinds of fake advertis- 
ing propositions which the advertising man- 
ager is compelled to consider. It is also 
unfortunate that so many good citizens 
who are devoted to entirely worthy enter- 
prises of a public or semi-public or chari- 
table nature, are so easily hoodwinked into 
indorsing and promoting so-called adver- 
tising schemes on behalf of those worthy 
causes. I refer, of course, to ephemeral 
programs, year books, church papers, school 
and club periodicals, fraternal publications, 
catalogues, etc. 

One of the functions of the New Orleans 
Associated Banks’ Advertising Committee 
is to painlessly, but effectually, decapitate 
these nuisances of the advertising field. 

Every advertising manager knows how 
difficult it is sometimes to turn down 
applications for this gentle form of graft. 
Under the New Orleans Plan the banks 
have succeeded in washing their hands clean. 
Every application for advertising, the value 
of which is at all doubtful, is required to 
be made in writing, and the member who 
receives it submits it to the committee and 
here, after thorough investigation, usually 
it is swiftly, but painlessly put to rest. 

It is interesting to note in this connection 
that since the committee was organized 
in 1919, the number of these applications 
has steadily and materially decreased, so 
that today the banks are bothered very 
little. 


Cost of Advertising 


HE actual cost of the constructive 
advertising published by the advertis- 
ing committee is about $15,000.00 a year. 
Each bank pays its share of this cost based 
on the proportion that its deposits bear 
to the total deposits of all the banks. All 
bills are submitted to the banks handling 
the advertising for the current period, and 
this banks acts as a clearing house, makes 
the necessary adjustment, and submits the 
individuals bills to the various banks. 
This campaign occasions the New Orleans 
banks no additional advertising expense for 
through this co-operative effort, by elim- 
inating all questionable advertising, the 
banks are able to save annually much more 
than the cost of the co-operative adver- 
(Concluded on page 59) 


The International Banker 


By OTTO H. KAHN 


Exists Only in Imagination. As Well Speak of the International 
Farmer Because Some of His Products Go Abroad. Banker’s 


Market Is the Home Market. 


Business for His Own Account 


with Europe Is Inconsiderable. When Conditions Were Reversed 


HENEVER a denizen of the 

financial district of New York 

ventures to put forth an opinion, 

publicly expressed, on the subject 
of America’s attitude toward the European 
situation, a hue and cry arises from many 
quarters: “Beware the International Bank- 
er!” whereupon the venturesome one is as- 
sailed, convicted and cast into outer darkness, 
together with his views, unheard or only half 
heard. It may seem strange in the face of 
this time-honored usage, to assert that it is 
all a case of mistaken identity. Yet such is 
the fact: for there is no such thing as an 
“International Banker” in America, as the 
meaning of the term is generally understood. 


H«® exists in the imagination of people all 
too numerous, but he does not exist in 
the flesh. You might just as well speak of 
the “International Farmer” because the 
farmer sells a certain percentage of his crops 
to Europe, or of the “International Manu- 
facturer” because some of his products are 
exported to Europe, and some American 
manufacturers maintain branch establish- 
ments or agents in Europe, or of the “In- 
ternational Merchant” because he imports 
goods from Europe. 

The banker maintains, and can maintain, 
international contact, and conduct interna- 
tional business, only to the extent that 
American industry, commerce and agricul- 
ture are international. 

True, the banker must take within his 
purview continuously the conditions of af- 
fairs and the currents of things throughout 
the world, but so must the exporter and im- 
porter, and so must the farmer take into 
account the prices and tendencies of the 
world market in Liverpool. 

The last annual report of the Department 
of Commerce states that in one year the 
Department received 600,000 inquiries re- 
garding foreign markets, while 50,000 man- 
ufacturers and merchants called in person 
at its offices in Washington to discuss ex- 
port matters. The consummation of every 
transaction with a foreign country requires 
banking services, in one way or another. 

Some bankers entertain more active busi- 
ness relations in and with Europe than 
others, but that is merely a difference in de- 
gree and not in kind. 

The American banker’s market is the 
home market. His success is conditioned 
upon the capacity and willingness of the 
American investor to absorb the securities 
which he offers. His very existence de- 
pends upon the confidence and co-operation 
of the public and of his fellow-bankers— 
and any banker whose activities would 
justly create the impression that he was 
actuated by cosmopolitan rather than by 


American interests would very soon lose 
that confidence and following. 


grt anime is not a thing that can 
be bequeathed, nor can it be induced 
by the influence of money. It is a volun- 
tary bestowal, “during good behavior,” so 
to speak, and is subject to withdrawal with- 
out notice. 

The vast bulk of the business of the 
American banker originates and ends in 
this country. His allegiance, his reputa- 
tion, his self-interest, his capital, his aspira- 
tions, the vast preponderance of his oppor- 
tunities, are here. 

The business which he does for his own 
account in, with, or for Europe, is incon- 
siderable as compared to the business he 
does in America. His principal functions 
in relation to Europe are to provide the 
requisite banking facilities for export and 
import and for travelers. That part of his 
functions which consists in financing loans 
of foreign governments or industries has 
hitherto been (with sporadic exceptions) of 
relatively inconsiderable proportions as com- 
pared to the vastness of the volume of his 
transactions in financing American industry, 
commerce and enterprise. 

In saying this, I do not mean to imply 


“The international banker exists 
in the imagination of people all too 
numerous, but he does not exist in 
the flesh. You might just as well 
speak of the ‘International Farmer’ 
because the farmer sells a certain 
percentage of his crops to Europe, 
or of the ‘International Manufac- 
turer’ because some of his products 
are exported to Europe, and some 
American manufacturers maintaiz: | 
branch establishments or agents in 
Europe, or of the ‘International 
Merchant’ because he imports goods 
from Europe. 

“The last annual report of the De- 
partment of Commerce states that 
in one year the Department received 
600,000 inquiries regarding foreign 
markets, while 50,000 manufactur- 
ers and merchants called in person 
at its offices in Washington to dis- 
cuss export matters. The consum- 
mation of every transaction with a 
foreign country requires banking 
services, in one way or another.” 

—Orto H. Kaun. 


that there is anything that calls for apology 
in the floating of foreign loans in America 
and in the loaning of American funds to 
Europe, provided such loans are considered 
sound as to security and are made for 
legitimate, constructive purposes. Indecd, 
such loans ought to, and I believe will, be 
made in increasing measure, when condi- 
tions in Europe will have become such as 
to warrant it. It is both the duty and the 
advantage of a creditor notion, such as this 
country has become, to place part of its 
available funds in foreign countries. 

It is manifest that the promotion of our 
export trade, including, of course, the ex- 
port of farm products, requires us, under 
the circumstances as they now are and are 
likely to remain for some time, to aid the 
purchasing power of other nations by ex- 
tending to them financial facilities to a rea- 
sonable extent. 

It is the function of the banker to be 
instrumental in carrying out such transac- 
tions. In doing so, he is the means of serv- 
ing a useful national purpose, just as he 
served a useful, indeed a highly’ important 
national purpose, in being the means of at- 
tracting and bringing European capital to 
America in former years when conditions 
were reversed and such capital was nothing 
less than vital to the development of this 
country and the realization of its oppor- 
tunities. 


HAT transactions of this nature, which 

under any circumstances can amount to 
but a fraction of the American business of 
the American banker, could unduly influ- 
ence his attitude towards Europe or affect 
his judgment and sentiments as an Ameri- 
an citizen, is a supposition as unfair as it 
is absurd. Even from the narrowest and 
crudest point of view of sheer selfish con- 
sideration, such a supposition would be un- 
tenable because—and this brings me to my 
second point— 

2. The banker does not buy for the pur- 
pose of holding but of distributing. If the 
banker were to hold for his own account 
the securities which he buys in the course 
of his business, his funds would very soon 
be exhausted and he would find himself 
unable to undertake new business. The first 
principle of correct banking is for the 
banker to keep his capital as liquid as pos- 
sible. 

The bonds which he buys from a foreign 
government or corporation—or, for that 
matter, from a domestic corporation,— 
do not remain in his safe deposit box, but 
find their way into the boxes of hundreds 
of thousands of investors throughout the 
country. 

(Concluded on page 58) 


Italy Is Struggling Back 


BY ALAN G. GOLDSMITH 


Progress Has Been Made Toward General Economic Rehabili- 
tation. Continued Decrease in Budget Deficit. Radical Reduc- 
tion in Number of Government Employees. 
Developments Have Been Pressed Even During Hard Times. 


HE end of the first half of 1923 

finds Western Europe 

back to normal. business  coridi- 

tions and with considerable pro- 
gress made since the Armistice. Industry 
and commerce have advanced and the food 
situation has materially improved in most 
quarters. Wherever economic, financial or 
commercial problems have been handled as 
matters of national or international politics, 
the normal recovery in many cases has been 
seriously impaired. 

Public finance and fiscal reorganization in 
certain instances has been lagging behind 
the industrial and commercial development 
because of the fact that these problems 
have been considered not only from the 
standpoint of economic rehabilitation but 
also from a political point of view. There 
has, however, been some pronounced com- 
mercial and national rehabilitation includ- 
ing the question of national fiscal affairs. 
In Italy considerable development has been 
shown ever since the Armistice. The 
Czechoslovak program has been progressing 
in an extremely satisfactory manner and the 
efforts made by European countries to put 
Austria on her feet have shown quite en- 
couraging results. 

The reparation situation remains as the 
crucial problem in European economic re- 
habilitation yet to be solved. Until this 
matter is adjusted on a business-like basis, 
no sure reorganization of commerce and in- 
dustry can take place in Europe. 

In order to progress along the lines of 
finance and currency stabilization, it is abso- 
lutely necessary in the first place that a 
nation desiring to rehabilitate itself must 
balance its budget. When national expen- 
ditures exceed revenue, only two options 
are left for the state. Either paper cur- 
rency must be issued to take care of the 
shortage, or loans must be floated on the 
basis of which obligations can be paid. 
Both of these methods cause inflation if the 
shortage is noticeably large. The former 
method, as in Germany, invariably brings 
about the immediate depreciation in its cur- 
rency and resultant evils. The latter pro- 
cedure as in France does not immediately 
react on the exchange because the popula- 
tion absorbs the bonds which are floated 
and does not put them on the public mar- 
kets. This debt is, however, an obligation 
of the state which increases at compound 
interest. If this method is carried on at 
length it will bring with it inflation. 

Including the invisible and _ intangible 
items, such as receipts from shipping, re- 
turns from investments, tourists, expendi- 
tures and remittances from emigrants 
abrcad, the trade of the country must also 


struggling 


show a balance. No gold loan or any form 
of loan advanced to a country, whose total 
net imports exceed its exports, will be of 
any financial assistance under unrestricted 
economic conditions. The gold will imme- 
diately flow out of the country in order to 
equalize shortages in the international bal- 
ance, and the country will be faced with a 
new inflation menace. 

In considering the present day fiscal 
affairs of European countries first consid- 
eration has been given these two major 
factors. 


The Italian Situation 


, GINCE the war Italy has made pro- 


nounced efforts towards a healthy reor- 
ganization not only of government finance, 
but also of commerce and industry. Prog- 
ress has been made all along the line and 
the country is advancing towards general 
economic rehabilitation. 

In the first place, the Italians early real- 
ized that reparations might prove a doubtful 
item in their accounts receivable. For this 
reason Italy embodied reconstruction and 
pension items in her national budget rather 
than carry this account in a special so- 
called recoverable budget as has been the 
practice with some of the other continental 
allies. It is true, of course, that Italian 
reconstruction costs were not as heavy as, 
for example, those of France. Still in con- 
sidering international debts, Italy is bur- 
dened with debts to France, the United 
Kingdom and the United States, and, there- 
fore, has heavy obligations outside of 
actual reconstruction costs. 


Approaching a Balance 


} ben since the Armistice budget deficits 
have been cut down and the new govern- 
ment in Italy has been making strenuous 
attempts to further reduce the shortage. The 
net deficit in the Italian budget for 1919 
was almost 23 billion lire. In 1920 the 
deficit had been cut to slightly over 8 bil- 
lion lire, and in 1922 it amounted to about 
6% billion, thus showing a continued de- 
crease. The estimated deficit for the fiscal 
year ending June 30, 1923, is about 4% 
billion lire. 

The Government hopes to wipe out the 
deficit completely and balance the budget 
within the next two years. This is an opti- 
mistic conclusion. If financial reorganiza- 
tion continues in Italy on the basis upon 
which it has been carried out recently, the 
shortage at the end of this period will be a 
comparatively small item. Like other con- 
tinental allies, however, Italy is not includ- 


37 


Hydro-Electric 


ing in her budget either interest or prin- 
cipal on her debt to France, Great Britain 
or the United States. 

There has been a continual reduction of 
governmental expenditure. Government de- 
partments have been consolidated and highly 
paid officials have been separated from the 
government pay roll. There have been 
radical reductions in the number of govern- 
ment employees, especially in state railway 
personnel, and a consolidation and curtail- 
ment of expenditures has occurred on port 
works and certain development projects. 

On the other hand, governmental receipts 
are on quite a sound basis. The [Italian 
taxation system throws a sufficient burden 
on direct taxation so that the yield is a 
stable source of revenue, and together with 
indirect taxes, monopolies and other in- 
come, the results have been gratifying. In 
general taxes have been simplified, but not 
lowered, and the scope of the income tax 
has been extended so as to produce greater 
revenues. 


Balance of Payments 


O far as balancing her trade is con- 

cerned, Italy has shown considerable 
improvement. A visible adverse trade bal- 
ance for 1920 of over 19 billion lire can 
be compared in 1922 with one of less than 
6% billion. Unnecessary importation has 
been rigidly cut down. In 1922 imports of 
luxuries into Italy were only 50 per cent. 
of the value in 1913, figured on a gold basis. 

This country has always had an adverse 
balance so far as her visible exports are 
concerned, but this deficit has been made 
up by invisible exports, the leading ones 
being tourist expenditures of foreigners in 
Italy, and the remittances of Italian emi- 
grants, living abroad, to their relatives in 
the mother country. In 1922 the visible trade 
showed an unfavorable balance of about 6 
billion lire. It has been estimated from 
emigrants abroad during this period 
amounted to between 2 billion and 3 billion 
lire, and another 2 billion lire were ac« 
counted for by tourist expenditures of 
foreigners in Italy. Some of these estimates 
are higher than the Italian official ones, but 
it is claimed that they are perhaps more 
accurate. 

The shortage still remaining on the trade 
balance would have to be equalized by the 
sale of securities abroad or by the sale of 
Italian currency itself outside of the borders 
of the country. This, of course, means in- 
flation. At the present time, however, there 
is no indication of any large sales of Italian 
currency or securities in foreign markets, 
and it would appear, therefore. that includ- 
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RYAN STATE BANK 
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ing visible credits, the Italian balance of 
payments is no longer unfavorable. (For- 
eign trade chart should be included.) 


Coal Situation 


L™= OTHER European countries the 
Italian industrial situation has had 
much to contend with since the Armistice. 
Italy stands alone among the countries of 
its population and commercial activity in 
being dependent on the outside world for 
practically all of its coal. Italian industry 
was indirectly benefited by coal deliveries 
from Germany which were classified under 
deliveries in kind and which amounted to 
between 200,000 and 250,000 tons a month 
in 1922. This coal was consumed by the 
railways and public utilities of the coun- 
try and thus did not directly benefit indus- 
tries in Italy. Nevertheless, by relieving 
the Italian budget, this coal had its influence 
in obviating taxation pressure which might 
have had a serious effect on the industrial 
community, which is already quite severely 
taxed. 

At the beginning of the Ruhr occupation 
coal deliveries practically ceased for a while, 
and this meant that railways, as well as 
industries, were required to purchase their 
coal on a rising outside market. At pres- 
ent, however, Italy is obtaining her repara- 
tions coal from Germany by special agree- 
ment, and it is estimated that the deliveries 
amount to almost pre-occupation quantities. 

There are considerable undeveloped hydro- 
electric resources in Northern Italy. Real- 
izing the necessity for fuel and that the 
economic weakness of the country lies in 
the lack of domestic fuel, the Italians con- 
tinued hydro-electric developments even 
during hard times in order to reduce as 
much as possible their dependence upon for- 
eign coal, 


Labor Unrest 


HE LABOR unrest which followed the 

war made it very difficult for the north- 
ern industrial section to operate, but this 
difficulty has to a great extent been obviated 
by the firm action of the Government. There 
have been “no strikes of any consequence 
since August, 1922. There was a reduc- 
tion of 44 per cent. in the number of strikes 
during 1921 under the number in 1920, and 
a further reduction of 47 per cent. in 1922 
under 1921. 


Unemployment Reduced 


[* following unemployment figures as 
one index of the industrial situation, 
it must be considered that the seasonal ten- 
dency in unemployment is quite noticeable 
in Italy. The winter months invariably 
show increases due to the fact that Southern 
Italy is primarily agricultural, and not only 
those engaged in agriculture itself, but also 
a large number of workmen in building 
trades and other out-of-door activities are 
normally unemployed in the winter months. 
Towards the close of the year 1920, indus- 
trial activity was at its height. In No- 
vember the normal increase of unemploy- 
ment should have occurred, but this re- 
mained practically stationary until the 
spring of 1921. Here, however, there 
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A Valuable Tradition 


A private home was altered to 
house the Chemical Bank when 
it opened on Broadway in 1824. 


The “home-like” atmosphere 
thus established prevails today— 
one of the reasons why so many 
new depositors comment on the 
friendly hospitality they find upon 
entering the Chemical National 


Bank. 


A commercial bank—perform- 
ing every function of a bank. 


Seeking New Business on Our Record — 
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GHEMICAL 


NATIONAL 


BANK 
OF NEW YORK 
Founded 1824 


BROADWAY AND CHAMBERS, FACING CITY HALL 


should have been a decrease of unemploy- 
ment, but a large increase took place until 
February 1922, and the seasonal growth 
of unemployment during the winter of 
1921-22 was extremely exaggerated. This 
clearly indicates the period during which in- 
dustrial depression was at its height. Since 
February, 1922, there was a steady improve- 
ment. 

In the northern area production is in- 
creasing, the textile industry has been fairly 
active for some time, automobile manufac- 
tures are booming and the metallurgical 
industry has improved. The sulphur indus- 
try has been the hardest hit on account of 
American competition, but there has been 
some slight improvement in exports of this 
commodity. Agricultural production is 
about normal again. This increased activity 


should become visible in a further improve- 
ment in the balance of trade. 

Some authorities believe that the stabi- 
lization in Italy, combined with a reduction 
in banking inflation, may bring with it some 
industrial depression. It is felt, however, 
that the sound condition of the country geti- 
erally will not in any way be affected. 


Reorganizing Banks 


facilities in Italy were known 
as a weak part of her economic struc- 

As in all European countries there 
is a definite line of demarcation between 
banks doing investment business and com- 


ture. 


mercial organizations. In Italy, commer- 
cial banks more than perhaps in any other 
country, threw too many of their assets into 


==, | 
| 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION July, 1923 


You recognize them by their thumb 
prints—they leave their mark on the 
brow of your teller and on the wrong 
side of your ledger. They are just as 
truly thieves as the yegg who cracks 
your safe. 


The old head and hand method of mak- 
ing change invites these thieves to enter 
—leaves the gate wide open. 


As a progressive banker you must place 
a commercial value on time. Your 
patrons judge you largely by the service 
your bank renders, by your respect for 
their time, and errors, they neverexcuse. 


The Brandt Automatic Cashier now 
has over 26,000 users and endorsers. 
They have barred out the three thieves. 
By pressing one key with one finger the 
Brandt automatically and in- 
stantaneously pays any amount 
uptoonedollar. Itis ten times 
speedier than the head and hand 
method and never makes errors. 

Let us give you the complete story of 

the Brandt in America’s progressive 

banks. Itisinterestingly told ina new 

book just published—‘“‘5 Questions 

Every BankerShould Answer.” There’s 

no charge—your copy is waiting. 
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New Improved 


certain large industrial groups and the re- 
sult was that in periods of depression they 
were in a serious predicament. The Goy- 
ernment is making pronounced, efforts to re- 
organize those banks which were in a pre- 
carious position and has advanced funds for 
this purpose. It is hoped that within a short 
time private finance in Italy will be on a 
much sounder basis than has been the case 
in the past. 

Among the combatant countries on the 
continent, Italy has shown decided progress, 
principally due to her effort to carry out a 
sound policy in commerce, as well as in 
fiscal finance. She is naturally anxious to 
develop those economic possibilities which 
are most favorable to her. For this reason 
she is making pronounced efforts to have 
American immigration laws altered to such 
an extent as to favor immigrants from Italy. 
This not only reduces the pressure of sur- 
plus population but also increases remit- 
tances which play such a large part in effect- 
ing a balance of payments. She is also 
anxious to effect such a revision of tariffs 
in other countries as to enable her to dis- 
pose of her exportable surplus, not only of 
manufactured articles in the north, but also 
of agricultural products of the southern por- 
tion of the country. 


Italian Budgets 


(In Millions of Lire) 
(Prepared in Western European Division, Bu- 
reau of Foreign and Domestic Commerce.) 
1920-2) 1921-22 1922-23 1923-24 


Expenditures ....28,783 26,306 23,655 21,361 
Revenue 18,071 19,725 19,103 19,873 


Deficit 10,712 6,581 4,552 1,488* 
*The Minister of Finance states that the net 
deficit for 1923-1924 is 1,187,000,000 lire. The 
source of the discrepancy is not known. As there 
is an item of 300,000,000 lire for railway con- 
struction among the expense items, it may be that 
this is not considered in arriving at this net deficit. 
The other 1,000,000 lire would be accounted for 
by the rounding-off of the figures to even millions. 


Keep the Wampum Sound 


The fallacy of unsound money is sure to 
confront us again. Never is there enough 
of everything for all the people. The 
struggle for existence is a real struggle, 
and those who find themselves in the lower 
stratum of human society are ready at any 
time to grasp at fiat money or any of the 
other things which misguided politicians 
hold out to them. 

My whole purpose is to drive home the 
fact that danger lies ahead and to urge 
every one to let no opportunity go by to 
use voice and influence toward keeping the 
wampum of these United States, as it is 
today, the soundest currency in the world.— 


Standardized by Dankers Everywhere 
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Denver Adopts System 


HE Denver Clearing House Associa- 

tion installed the Clearing House Ex- 
aminer System on June lst. Charles A. 
Burkhardt, formerly Manager of the Fed- 
eral Reserve Bank of Kansas City, was 
elected chief examiner and assumed his 
duties at that time. A credit bureau will 
be established thereby giving to the member 
banks of the Denver Clearing House Asso- 
ciation a check on all duplicate borrowing. 
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Refusal to Remit at Par 


HE Federal Reserve Board will 
| hereafter prohibit Federal Reserve 
[ banks to receive on deposit or for 

collection any check drawn on a_ non- 
member bank which refuses to remit at 
ar. 

: The Board’s position is explained in the 
following statement: 

“The provisions of the Federal Reserve 
Act which authorize the establishment of 
a Federal Reserve collection system were 
designed wholly for the benefit of the 
banking and commercial interests of the 
country. The system is now in operation 
between banks which in number are about 
92 per cent. of all banking institutions and 
which have approximately 98 per cent. of 
the total banking resources of the country. 
The Federal Reserve collection system has 
become a necessary instrumentality in ef- 
fecting the country’s domestic exchanges, 
its operation, including final payments 
through the Gold Settlement Fund, has 
been of inestimable value and has resulted 
in enormous saving to those actively en- 
gaged in carrying on the commerce of the 
country and there are no other facilities 
for operating a collection system which 
could approximate it in economy of opera- 
tion. It has eliminated a very large portion 
of the time formerly consumed in the col- 
lection of checks and has cut down the 
cost of making the country’s exchanges to 
the minimum. Even though an involun- 
tary collection system may not be imposed 
upon the Federal Reserve Banks by the 
Federal Reserve Act, as interpreted by 
the Supreme Court of the United States 
in its recent decision, the system has fully 
justified its operation and is of such value 
to the banking and commercial interests of 
the country that its continuance as a volun- 
tary system is of vital importance. Cer- 
tain changes in the basis of the par clear- 
ance system are advisable in view of the 
recent decision of the Supreme Court. 

“The Board believes that participation in 
the par clearance system should be based 
upon the principle of reciprocity and that 
hereafter Federal Reserve Banks should 
not receive for collection checks on any 
non-member bank which will not agree to 
remit in acceptable funds without deduc- 
tion. 


* * * * * 


“The Federal Reserve Board, therefore, 
in the exercise of its legal authority, has 
amended Regulation J, Series of 1920, in 
such a way as to prohibit any Federal Re- 
serve Bank from receiving on deposit or 
for collection any check drawn on any 
non-member bank which refuses to remit 
at par in.acceptable funds and to require 
Federal Reserve Banks to make a collec- 
tion charge for their services in collecting 
checks which bear the indorsement of, or 
are drawn by or emanate from any non- 
member bank which refuses to remit at par 
in acceptable funds, such collection charge 
to be at a rate not to exceed one-tenth of 
one per cent.” 


**Discing on Herbert Hoover’s farm” 


Profit-Making 
Equipment is 
Good Security 


Because men make money op- 
erating Best Tractors, loans se- 
cured by their machines are de- 
sirable business. A farmer own- 
ere in Washington writes as 
follows: 


“My Best has done my own 
work faster and cheaper than 
my old methods, and has gone 
out into custom workand often 
turned a years loss into a prof- 
it.” (*Name on request) 


Investigation of Best Tractors 
among owners is invited. A list 
of users will be furnished glad- 
ly on request. 


C. L. BEST TRACTOR CO. 
San Leandro, California. 


BEST 
TRACTORS 


t 
| 
| 
| 
41 


Handling Trade Acceptances 


By ROBERT H. BEAN 


Executive Secretary, American Acceptance Council, N. Y. 


ERCHANTS who use trade ac- 
ceptances frequently complain 
that the banks do not appear to 
understand how they should be 
handled when received for collection. 

Too often a buyer declines to continue 
giving acceptances because of difficulties 
encountered in having the paper properly 
presented and the merchant is at a loss to 
know why the financial institutions should 
impose obstacles to a more general use of 
this credit instrument. 

The acceptor is accustomed to drawing 
checks and knows that such checks will go 
through the usual channels without any 
difficulty and be charged to his account when 
they reach his bank. It is not easy for him 
to comprehend why a trade acceptance that 
he has accepted payable at his bank should 
not reach its destination and be paid in a 
similar manner. 

The following statement has been made 
recently to the American Acceptance Coun- 
cil by the Credit Manager of one of the 
largest manufacturing concerns of its kind 
in the United States. This concern has 
been a strong advocate of trade acceptance 
for many years and handles millions of dol- 
lars worth each year so that their opinion 
is worthy of consideration. This credit 
manager makes the statement: 


“The only trouble we are having with the 
Trade Acceptance is that originating with 
the banks who apparently do not know how 
to handle trade acceptances sent to them for 
collection.” 


Such comment by a business man reflects 
unfavorably on the banks in question and 
the merchant is right in his demand for bet- 
ter service. The-chief difficulty seems to be 
in the methods used by some banks collect- 
ing trade acceptances payable at another 
bank in the same city or town. Here is a 
case involving the mishandling of a trade 
acceptance. The names and cities are al- 
tered for obvious reasons. This acceptance 
was deposited in a New York bank, which 
bank properly sent it to the correspondent 
which we will call The Brown National 


Bank of St. Louis. It was received several. 


days before maturity and as will be noted, 
was made payable at the Zero National 
Bank in St. Louis. The acceptor, the A. A. 
Mfg. Company had made ample provision 
for its payment at maturity and had funds 
on deposit for that purpose with the Zero 
National Bank in St. Louis. 


Notwithstanding this, the Brown National 
Bank upon receipt of the item from its 
New York correspondent, proceeded to 
send an ordinary note notice to the acceptor 
which read: 


“We hold your paper due May 28th, 
1923, for $567.00. Please give this your 
attention and obl‘ge. 
S. S. SMITH. Cachicr. 
Brown N-tional Bank. 
4ll checks must be certified.” 


The A. A. Manufacturing Company hav- 
ing no business dealings whatever with the 
Brown National Bank was without knowl- 
edge of what this item could be, judging 
from the notice which it had received. In- 
vestigation disclosed, however, it had a 
trade acceptance outstanding for the amount 
referred to which was due on May 28. 
The treasurer of the company, therefore 
telephoned to the bank, giving: instructions 
to present the item to the Zero National 
Bank at maturity where it would be paid. 
This drew the statement that the item was 
in the hands of the Brown National Bank 
and must be taken up there. Not wishing to 


continue the discussion, the treasurer drew 
a check for $567.00 which after being certi- 
fied by the Zero National Bank was pre- 
sented at the Brown National Bank and in 


.return the trade acceptance was delivered 


stamped “paid.” 

The drawer of the acceptance was then 
advised that owing to the annoyance, the 
A. A. Manufacturing Company would de- 
cline to have anything to do with trade ac- 
ceptances in the future. 

It is probable that the senior officers of the 
bank in question were not aware of the 
practice in their collection department, but 
this does not alter the fact that the bank 


A fundamental tool 
of business 


WENTY-EIGHT years ago the growinp need of business 
for an exact knowledge of property values created a new 
instrument of business—The American Appraisal. 


With the increasing growth of business it has become recog- 
nized as a business necessity—a fundamental tool of business. 
True facts regarding property values are the very basis of ad- 
equate insurance protection, accurate cost accounting, financial 
issues and federal income tax procedure. 


For more than a quarter of a century The American Appraisal 
Company has been supplying to the leaders of American in- 
dustry accurate and provable facts concerning property 
values. 


The growth of this company in that time to an organization 
of more than 900 specialists can only be accounted for by the 
equivalent demand of the kind of service it offers to business, 
plus a recognition of the quality of that service. 


The American Appraisal Company 


Milwaukee, Wisconsin 


Atlanta 
Baltimore 
Boston 
Buffalo 
Chicago 


Cincinnati 
Cleveland 
Detroit 
Indianapolis 
Los Angeles 
Milwaukee 


lis St. Louis 
ew Orleans Seattl 
New York 
Philadelphia Tulsa 


Pittsburgh 
San Francisco Washington 


Ti:e Canadian Appraisal Company, Ltd., Montreal, Toronto, 


APPRAISALS * REPORTS * INVESTIGATIONS 
INDUSTRIALS + PUBLIC UTILITIES * NATURAL RESOURCES 


(C) 1923 The A. A. Co. 
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133 BLANK AVE. 


TRADE ACCEPTANCE 


had been severely criticised by the officers 
of two reputable business houses, both of 
which were in such financial standing that 
their accounts would have been appreciated. 
The Law of Negotiable Instruments is 
clear enough to be understood by any bank 
employee but it is evident that few under- 
stand the principles of the presentment of a 
negotiable instrument, made payable else- 
where. The proper course for the Brown 
National Bank would have been to have 
held this item in its Collection Department 
until the date of maturity then present it 
through the clearing house or by mes- 
senger to the payee bank where it would 
have been charged to the account of the 
acceptor. 

If the Brown National Bank had desired 
to perform a real service to the A. A. Man- 
ufacturing Co., it could have sent a notice 
which would read: 


“We are holding your Trade Accept- 
ance for 567 payable at the Zero Na- 
tional Bank on May 28th, 1923. Should 
you care to take this up before maturity, 
kindly present this notice with your certi- 
ted check to our Collection Department. 

If not paid before maturity, it will be 
presented to your bank for payment." 

This kind of a notice would have shown 
the A. A. Manufacturing Co. that the 
Brown National Bank was alive to its op- 
portunity to serve the business community 
and would have created an entirely differ- 
ent feeling than that which resulted from 
the sending of an ordinary note notice with 
a demand for payment. 

An acceptor is wholly within his rights 
if he refuses to pay a trade acceptance at 
other than the bank indicated by him on 
the face of the acceptance. A bank receiv- 
ing such paper as a collecting ‘agent, is 
obliged to seek payment at the place indi- 
cated by the acceptor. 

The American Acceptance Council has 
been responsible for the introduction of the 
trade acceptance system to thousands of 
concerns throughout the United States. It 
is to be hoped that the banks will lend 
their co-operation and assistance to the end 
that there will not be a repetition of com- 
plaints due in many cases to a complete mis- 
understanding of the principles of the Law 
of Negotiable Instruments. 


May 28th 
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A New Scientific Invention 
of Importance to Business Executives 


Mr. E. M. Davidson, inventor of the “Pyrene” fire. ex- 
tinguisher, has worked for 12 years to produce an ink 
that would overcome the many admitted defects of writ- 
ing fluids. He has now achieved it—in DELLO INK. 


It’s Erasure-Proof—cannot 
be erased, without immediate 
detection, by knife, eraser (soft 
or hard) or chemical (acid or 
alkali). Makes your fountain 
seg a pocket check protector 
‘or names as well as amounts. 


It’s Smear- Proof— dries as 
you write—enabling you to sign 
rapidly a pile of letters, a sheaf 
of checks ora block of bonds, 
without using a blotter. 


It’s Clog-Proof—makes your 
fountain pen a perfect writin 
instrument, flowing free an 


DELLO INK 
349 West 37th 


There are two t 
One for Founta 


smooth at all times. Pens filled 
with DELLO INK never need 
cleaning. 


It’s Water and Fade-Proof 


—insures the permanent legi- 
bility of important writing. 
It’s Freeze-Proof—Can be 
stored and shipped without 
freezing or deterioration at all 
times of year—not affected by 
temperatures down to 20° be- 
low zero (Fahrenheit). 


Atstationery,drug and departmentstores, 
50c the bottle. If necessary order by mail 
from us. Illustrated explanatory booklet 
“There’s More To Ink Than You May 
Think” on request. 


CORPORATION 
Street, New York 


res of Dello Ink— 
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which you want 


__ 
| 763 AT = 
| | 
.| 
| P OF Ths 
2 ¥ 
= 
a 
[>] & 
° 


Guaranty Law Caused Loss of $15,000,000 


By FRANK J. WIKOFF 


President Tradesman’s National Bank, Oklahoma City 


experience with the 
guaranty of bank deposits law 
which was passed in 1907 was re- 
viewed in an article in the July, 1922, Journal 
by Mr. Wikoff. The law was enacted in 
part as a political measure and on the theory 
that while a mutual guaranty by a small 
number of banks might fail, a large number 
would succeed on the law of averages. 
Upon the enactment of the law, many 
national banks converted into state banks 
in order to get the supposed benefits 
of the guaranty, while in large cities a few 
state banks converted into national banks to 
escape the liabilities of the guaranty law, 
which provided for two-fifths of one per 
cent. annual assessments against all the de- 
posits of state banks to create the guaranty 
fund. The law also conferred authority upon 
the Banking Board to levy special assess- 
ments as it found necessary to replenish the 


In the prosperous year of 1908 all went 
well. In 1909, however, a large bank in Ok- 
lahoma City was closed. From the state 
guaranty fund its deposits of over $2,000,000, 
were paid. 

By 1914 there had been collected into and 
paid out of the fund over $4,000,000 and there 
were outstanding warrants against the fund 
of nearly $1,000,000 more. When deflation 
got under way in 1921 and state banks began 
to fail rapidly, the claims for losses on ac- 
count of the guaranty assumed alarming pro- 
portions. 

At the beginning the guaranty plan was ap- 
parently a success and the average citizen had 
faith in it. Bank statements then meant little 
to depositors because of this faith in the guar- 
anty law, but as soon as the public lost 
faith, every state bank suffered from suspi- 
cion. The operation of the law instead of 
giving the security which its advocates prom- 


In the old Neapolitan 
sign language, the ex- 
pression, ‘That’ s hon- 
estlalk,” was conveyed 
by placing the index 
jam of the right hand 
on the lips and then 
pointing it straight 
JSorward. 


In this way the Neapolitan said 


“That's Honest Talk” 


OWHERE in the world of business is ‘‘Honest 
Talk” more in demand than in the realm 
of finance. 


@, The outstanding success and marked popularity of 
the Mercantile Trust Company is built on this element 
of confidence and trustworthiness. 


@, Just as the ancient Neapolitans recognized their sign 
of integrity as a recommendation—just so have thousands 
of patrons long since recognized the eagle emblem of 
the Mercantile Trust Company as symbolic of depend- 
able, sincere, safe, practical service. 
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Real Estate Loan 
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Public Relations 
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Safe Deposit 
Savings 
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ised, actually produced insecurity by inducing 
bank failures. Banks which for years had 
failed to get deposits on their own merits had 
little difficulty in getting them under the 
guaranty law, the law seeming in the public 
mind to make all state banks of equal stand- 
ing with regard to safety. 

In the following article, Mr. Wikoff gives 
the sequel to his article of last July: Eprror 


ete the passage of the guaranty law 
in 1907, a total of about 1,000 state 
banks have been organized. About 450 are 
now in business, 255 have been nationalized, 
125 consolidated with others, about 125 
have failed, and about 50 have been liqui- 
dated. 

During the period of its existence, solv- 
ent banks paid into the fund about $3,500,000. 
There is something over $10,000,000 of un- 
paid obligations outstanding, for which no 
warrants have been issued, and about 
$1,500,000 of outstanding guaranty fund 
warrants which are in the hands chiefly of 
existing state banks. In some instances na- 
tional banks are carrying such warrants for 
state banks, but this is not considerable and 
usually where there exists some affiliation. 

The law was repealed unconditionally in 
the closing days of the last legislature. 
There is approximately $12,000,000 worth of 
more or less ragged assets in the hands 
of the Board, half of it utterly worthless, 
the other half worth from five to thirty 
cents on the dollar, if efficient and persistent 
efforts were made, which is not probable. 

Under un-appealed provisions of the law, 
the collections of assets must go to pay 
outstanding warrants in the order of their 
issuance. This has been obviated some by 
keeping a closed bank in the hands of a 
liquidating agent who applied collections to 
the payment of the depositors for a certain 
period. These complications will probably 
be worked out in a series of law suits; the 
probabilities are the depositors will lose 
several millions finally, but it is likely that 
the warrants outstanding will in some way 
ultimately get paid. 

To sum it up, fifteen years’ experience 
with the guaranty of deposits in Oklahoma 
has cost the honest state bankers and the 
trustful depositors of the state together 
nearly $15,000,000; the banking business has 
been disrupted and in turmoil; two bankers’ 
associations have existed with their attend- 
ant expenses and jealousies, and no appreci- 
able good has come to any interest in the 
state except to those receiving fees and sal- 
aries in connection with its administration. 

It is probably the most expensive effort 
yet made by a state in which honest people 
are called upon to prove, at great expense, 
that the average politician’s theories work 
out to the detriment of everybody but the 
politician himself. 
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A Political Hoax 


NDER the heading, “Guaranty Dream 

Political Hoax, Start to Finish” the 
Tulsa Daily World of May 13 gives a 
graphic review of the state’s guaranty ex- 
perience in the course of which the writer 
says: 

“The Oklahoma bank guaranty law went 
into effect on February 14, 1908, and has 
been in politics continuously until its repeal. 
The first failure, or rather the first bank to 
be closed under the provisions of the law, 
was the International State bank of Coal- 
gate, which was closed in May, 1908. The 
state officials counted the cash in the bank 
and took sufficient amount from the 
guaranty fund immediately’ to pay the de- 
positors in full. Since the bank was small, 
this was easily possible. The charge was 
made that Governor Haskell had the little 
bank closed to provide a demonstration for 
political effect in that campaign year, and 
the fact that it was at once ‘seized upon by 
politicians for that very purpose increased 
the impression. However that may have 
been, the important fact remains that the 
precedent established in that first liquidation 
under the bank deposit guaranty law, in 
using the guaranty fund for first relief 
instead of withholding it until the bank 
assets could be realized upon, has been re- 
sponsible for the train of evils which have 
been considered by conservative bankers as 
leading logically to eventual failure of the 
guaranty plan. So long as there has been 
money in the guaranty fund, it has been 
paid out forthwith in liquidations; and 
sound business practice has been sacrificed 
to political expediency. The result has been 
that assets have been dissipated, the double 
liability of stockholders has generally es- 
caped enforcement, and, finally, the admin- 
istration of the law became involved in a 
scandal that rocked the financial foundation 
of the state. 

“A succession of failures beginning in 
1921 and continuing up to the beginning of 
the present year was signalized by indict- 
ment of Governor Robertson and Fred 
Dennis, state bank commissioner, growing 
out of the two big failures at Okmulgee. 
The Bank of Commerce at Okmulgee 
was closed Nov. 2, 1291, with $1,880,000 on 
deposit. The guaranty fund was bankrupt 
and the scandal which had been impending 
for months broke over the state. Early in 
February, Dennis fled and became a fugitive 
from justice. Many depositors learned for 
the first time that the vaunted state bank 
guaranty law was not in any sense a state 
guaranty and awoke to the realization that 
they had been made the victims of the 
greatest political bunko game placed in 
recent years. 

“In the hope of inducing the state to 
become surety for the payment of the more 
than $11,000,000 indebtedness of the failed 
state banks, the depositors united with the 
holders of old warrants in an effort to 
secure the passage of a bill authorizing 
issuance of bonds, to be based upon remain- 
ing assets of the failed banks supplemented 
by state revenues from various sources of 
income aside from ad valorem tax. When, 
after a ten days’ struggle, the house refused 
to pass the bill, the state bankers demanded 
a repeal of the state bank guaranty law. 


THE BRODERICK COMPANY, 
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can also 
a New Hofel 


Your city needs a new modern hotel? 
Your city can have it! 


Fayetteville, N. C., felt a few weeks 
ago just as your city now feels; that a 
modern hotel, while desperately 
needed, could not easily be obtained. 
In one week’s time, however, this 
corporation OVERSOLD the required 
amount of securities to make their 
new hotel an assured fact! 

Does your city really NEED a new 
hotel? Undoubtedly we can help 
you get it! 

Ask us for ‘‘Modern Hote! Financing” 


—it’s gratis to readers of THE . 


JOURNAL OF THE AMERICAN 
BANKERS ASSOCIATION. 


“Ghellockenbury System Incorporaled 


Penn-Harris Trust Bldg., Harrisbu rb, Penna. 


WANTED SALESMEN WITH BANKING EXPERIENCE 


We have a few openings on our sales force 
that mean real opportunity. Our line em- 
bodies various advertising specialties in 
leather, paper and novelties, a line appeal- 


ing particularly to banks. Remunerations 
based entirely upon ability. Aggressive 
salesmen earning from 250.00 to 600.00 per 
month. For particulars, address 
manager. 


ST. PAUL, MINNESOTA 
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HILLBERN 
VFutomatic 


SAVINGS 


Double Your 
Savings Accounts 


The Hillbern System of 
Automatic Savings is adem- 
onstrated fact. Even though 
you have spent 5 to 50 years 
to put a given number of 
savings accounts on your 
books, the Hillbern System 
can now double that number 


in 5 to §0 days 


Facts and figures of the un- 
precedented increasein bank 
accounts and bank deposits 
where the system is in oper- 
ation are available to bank 
executives on request. 


Hillbern accounts are auto- 
matic—they grow by them- 
selves, increasing daily by 
huge mass deposits and re- 
newing themselves yearly 
without expense. 


We assume all risk and ex- 
pense of introduction. With- 
out obligating yourself in 
any way, write for the com- 
plete details. 


HILLBERN 
THRIFT CORPORATION 


Continental & Commercial Bank Bldg. 
208 South La Salle Street 


CHICAGO 


Copyright, 1923, H. T. Corp. 


Safe Bonds for Investment 


HALSEY, STUART 
& CO. INC. 


Its continuance, they said, would force 
them either to liquidate or nationalize. 
After a brief but vigorous fight, the pro- 
posal was adopted, and the state banking 
law was amended so as to both strengthen 
the law and omit the guaranty feature, 
which was specifically repealed. The sen- 
ate agreed to passage of the repeal; but 
insisted upon the bonding plan for relief 
of the depositors and warrant holders, and 
a compromise was reached on this point 
by submitting it to a vote of the people. 


integrity, are 
opinion, 


nothing at all. 


banks,” 
could not exist. 


Bethlehem National Bank, Bethlehem, Pa. 
Dennison & Hirons, Arch, 


Public Opinion And Your Bank 


You who have nothing to sell but service and 
largely dependent on the public's 


To them, a bank is either rich and strong, or it's 


You hearjof “good little banks’ or “big strong 
But you never hear of a “‘poor bank.”’ 


July, 1923 


One 


if 
if 


On the public's belief you must build your business. 
To them, granite means success, strength and stability. 


If you will write today for our booklet Architectural 
Granite, you will doubtless find in it many thoughts 


of interest to you. 


H. H. Sherman, Secretary 


The politicians, who had battled so long 
upon this field, found it impossible to throw 
all the fences down without one more 
demagogic gesture. The repeal was 
adopted. Whether the state is to share in 
payment of creditors of banks heretofore 
failed, is to be voted upon. 

“With the repeal of the state bank guar- 
anty law, Oklahoma’s fifteen years’ experi- 
ment ends. The figures which marked the 
closing have been set forth, and thev repre- 
sent, largely, the price of politics in business. 


National Building Granite Quarries Association. Inc. 


31 State Street, Boston, Mass. 


It was the politician who established the 
precedent of paying losses immediately 
from the guaranty fund in order to beat 
the tom-toms of demagoguery; it was the 
politician who forced solvent banks to pur- 
chase warrants of the guaranty fund after 
it had become insolvent and blackmailed 
them into bolstering up a failing institu- 
tion. It.was the politician who sought to 
make of the state bankers’ association a 
political machine, and levied assessments 
upon banks for campaign funds.” 
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Selling Personal Trust Service 


By , TRACY E. HERRICK 


Manager Trust Development Department, Cleveland Trust Co. 


Organization of a Trust Sales Training Group. Card Displayed 
in Branch Offices Brought Many Inquiries. The Factory Selec- 
tion of the Trust Group Selling Is Probably the Only Efficient 
Publicity Brings Success. 


Method of Selling Trust Service. 


NLY a few years ago bona fide 
trust salesmen were about as 
scarce as radium; a good one to- 
day is nearly as valuable. Within 

the last two or three years, they have been 
very much in evidence. Some years ago, 
here and there over the country trust com- 
panies advertised for personal trust busi- 
ness and, perhaps as I once heard it ex- 
pressed, hoped that none would be sent them. 

They may have been perfectly willing to 
have handled an estate after it had been 
given them but perhaps they rather dreaded 
the inconvenient and grievous ordeal which 
attended the “going out” after trust busi- 
ness. Hence, the evolution of the personal 
trust salesman was a perfectly natural de- 
velopment, and his coming favored alike 
by the stockholders and bank officials be- 
cause of the labor he saved them and the 
fine results obtained. 

At our bank all are encouraged to sell 
personal trust service and most of us do. 
The executive and the junior officer; the 
branch and department manager; the teller 
and the clerk; the stenographer and the 
bookkeeper; the guard and the messenger. 
None neglect a single opportunity to try 
to sell personal trust service. If this is 
true in most large trust companies, where 
does the technical trust salesman so-called 
come in, and what is his purpose? 

He it is, if he is alive to his job, who 
brings about the happy condition at his bank 
of general personal trust estates service sell- 
ing. Some years ago a “Trust Sales Train- 
ing Group’ ‘was inaugurated at.our bank—the 
members were officers and managers who 
volunteered to weld this endeavor into a 
sales unit, to use up-to-date sales methods, 
and to keep enthusiasm for the work at a 
high point. Regular meetings were held; 
sales and trust technic were carefully 
studied; and concrete estates problems of 
trust prospectives were discussed. The orig- 
inal dozen or more members with others 
presently numbered nearly 100. This group 
has many trust sales to its credit and the 
enthusiasm for the work seems strong as 
before. 

Our latest endeavor to insure that our 
“salesmen” actually “ring true” is a pro- 
cess of being realized by the compilation 
and distribution to them of what we con- 
sider the essence of the technic of trust 
selling, also something of trust manage- 
ment, and of estates problems in homely 
language; but, for our purpose, of almost 
limitless value. I refer to our recent copy- 
righted issue of “Trust Service,” so called, 
compiled by our Trust Development and 
Legal Departments and edited by the 


Estates Department. We issue this monthly 
for the information of our officrs and man- 
agers at a cost of little money but no small 
labor. The first issue was entitled “Wills” 
—the current issue, “Testamentary Trusts” 
—the next issue is to be entitled “Insgrance 
Trusts.” 


Keynotes 


DVERTISING, Selection, Solicitation, 

Negotiation, and Service. These are 
the keynotes of the trust salesman. This 
plan makes necessary the co-operative serv- 
ices of a sympathetic publicity man. Re- 
flecting that the most in trust sales was 
not being realized from the prestige of 
our branch managers lead to the thought 
that if each manager could announce to 
his customers that he had taken the all 
important step of putting his “house in 
order,” it might serve to influence the visit- 
ing public to do likewise. Our publicity 
manager, produced a card which was dis- 
played in each of our branch offices. The 
card reads “THE MANAGER HERE HAS 
SIGNED HIS WILL. HIS FAMILY IS 
PROTECTED. IF YOU CANNOT SAY 
AS MUCH SEE HIM AT ONCE.” The 
managers were besieged with inquiries as 
to how their personal affairs were arranged. 
I believe trust advertising in the main 
should be historical. Nearly all of the 
advertising booklets on trust service used 
by the Cleveland Trust Company are tied 
to actual events, thus having a real excuse 
for their existence. These booklets seem 
as strongly in demand today as they were 
when first published. 


Solicitation 


HE solicitation of trusts, in plain 

English, means no less than to ask a 
selected prospect to place his personal trust 
business with your bank. For a bank just 
starting to develop its trust business and 
facilities, solicitation seems an absolute 
essential. Having established a background 
of solicitation, then selection becomes a 
more and more insistent factor. Invest- 
ment, financial and family problems of the 
average man of substantial property; chang- 
ing business conditions, and the influence of 
a host of satisfied trust customers, serve to 
drive a larger and larger number of in- 
quiring prospective customers to the doors 
of every trust company having a record for 
faithful service. The energy of the former 
solicitor of new trust prospectives becomes 
now directed toward recommending in co- 
operation with the legal adviser of the cus- 
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tomer a particular contract for the needs 
of the available would-be customer. For 
example, in many instances, an important 
amount of insurance obviously calls for an 
Insurance Trust; a large investment security 
holding, perhaps a Living Trust or Invest- 
ment Trust; a small investment holding, 
perhaps an agency; a miscellaneous average 
estate, probably a will with or without trust 
provisions; institutional investment and 
trust problems, perhaps a fiscal agency; etc. 

The personal trust salesman has the op- 
portunity of course, to recommend such 
services as the following to the legal ad- 
visers of corporate enterprises; a registrar 
or transfer agency for the registration or 
transfer of stock, and so on; under the cor- 
porate trust facilities where service may be 
given by the trust company as receiver, 
escrow agent, trustee in bankruptcy, as- 
signee of property for benefit of creditors; 
paying agent of bonds and coupons, fiscal 
agent of corporation, etc. 

A recommendation for a plan of Estates 
Trust Service having been made and placed 
in black and white before the customer and 
his legal adviser, then, comes the matter 
of further negotiation and final closing. 
This may usually be made easy or difficult 
according to the intuitive course of action 
of the salesman. Certainly one essential 
must not be lacking—patience. Perhaps next 
may be most needed the quality of person- 
ality. My notion of personality is to have 
the prospective trust customer feel at home 
and to somehow have him come to in- 
stinctively know that he is in safe and 
competent hands. Negotiation consists in 
arranging details governing provisions of 
the proposed trust agreement and prelimin- 
ary steps of various and necessary nature 
preparatory to its closing. This contem- 
plates of course a perfect co-operation 
throughout with the legal representative 
of the customer. 


Group Selling 

ROUP selling is probably the only 

really efficient method of selling trust 
service and is one which completely absorbs 
my interest. This consists in wittingly or 
unwittingly selling a key man of a social 
or business or professional or industrial 
circle. He can pass the good news along 
to his friends and they may literally be 
sold en masse or singly, almost at the dis- 
cretion of the salesman. This is a most 
effective method because the buying sug- 
gestion is extended indirectly. Should the 
salesman chance to address the members of 
a club, their interest in the plan may fairly 
be supposed to be co-ordinate with his evi- 
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RESOURCES 


Loans and Discounts .$297,729,823.01 
Overdrafts, secured 

and unsecured .... 63,793.64 
United States Securi- 

i 51,205,687.21 


3,753,271.81 


1,500,000.00 
4,000,000.09 


Other Bonds and Se- 
curities 

Stock of Federal Re- 
serve Bank 

Banking House 

Cash in Vault and 
due from Federal 
Reserve Bank 

Due from Banks and 
Bankers 

Exchanges for Clear- 
ing House 

Checks and other Cash 
Items 

Interest Accrued .... 

Customers’ Liability 
under Letters of 
Credit and Accept- 
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denced interest in their own estates affairs 
and trust sales ordinarily result. Should 
he sell the president of a corporation, if 
given half a chance, he in turn will likely 
sell the idea to his official staff, and they, 
usually to their relatives or acquaintances. 

There are two problems which I believe 
quite generally confront trust companies 
with respect to increasing the volume of 
new trust business—one an operating prob- 
lem, that of caring for the small trust, giv- 
ing it adequate service, and to the trust 
companies a fair return; the other in my 
opinion, even a more important one, the 
seeming need of a more extensive, popular, 
and general publication concerning the de- 
tails, practices, and methods now followed 
by the best trust companies in the handling 
of estates, which would exhibit plainly and 
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generally to the everyday public how right- 
eous, efficacious, fair and just to present and 
future generations we know our service to 
be. The law books and financial journals are 
of course replete with such information. But 
it will be a happy day for us all when 
it becomes a topic of more general inter- 
est for publications of general nature. Your 
good influence is much needed to bring 
this about. The need for this type of pub- 
licity is certainly with us—if it were not 
we would not hear expressions of this kind: 

“I’m perfectly sane, in my usual good 
rears ” “I'm not going to die yet awhile— 

I don't need a guardian;” or “My wife is 
a fine business woman—she helped me ac- 
cumulate and conserve our estate—I don’t 
want her to have to beg of any trust com- 
pany for what is rightfully coming to her 
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after my death,” or “You are a fairly 
efficient crowd, now, how do I know but 
what your complexion may change after 
my death?” 


of this calibre come from the 
most intelligent sources. There seems 
but one direct way to cope with this prob- . 
lem at present. Advertise collectively, if you 
can, individually, if you may, but tell the 
story in a way to remove any apparent 
veil of secrecy; get down to non-technical 
facts; do not evade; do not sugar coat; 
tell the public in words they understand; 
give the complete story of modern trust 
service. Do not merely say, “consult with 
our trust officers”; rather say, “Talk with 
any of our employees or customers who 
know.” Do not dwell on the intricacies—let 
in all the light. Destroy the element of 
seeming mystery which until removed will 
continue to cost trust companies money 
and perplex the customer. Be broad—don’t 
talk your own X Y Z Trust Company ex- 
clusively. Have a brief for all good trust 
companies and your work will be more 
widely noticed and more carefully read. 

In brief, effective trust selling, it seems 
to me, involves the following: 

1. Available Trust Service Facilities. 

2. Basic Trust Service Publicity. 

3. Careful Selection of Trust Prospectives. 

4. Forceful Sales Conferences, covering 
the period of Negotiation. 

5. The Closing Conference Which Should 
Find the Customer the Aggressor and the 
Salesman not other than Passive, but ex- 
ceedingly alert and helpful. 

6. The Continued Maintenance of Contact 
by the Salesman with the Trust Customer. 


Tells of Safeguard 


Newark, N. J., Clearing House 
Association was organized and became 
operative on March 15, 1922, under the 
direction of R. W. Emerson, manager. 
Eight months after the clearing house was 
organized and in operation, the Bureau of 
Credits was established, and it has proved 
to be very beneficial to all members. 

Not being satisfied with the accomplish- 
ments in such a short space of time, the 
Clearing House Committee looked into the 
merits of the Clearing House Examiner 
System, and last month, Marwick, Mitchell 
and Company were chosen as the Clearing 
House examiners. 

In the history of the Section, there has 
never been a clearing house association 
formed which fully completed its organiza- 
tion in so short a time. 


A Record Established 


Charles H. Meyer, chief examiner of the 
Chicago Clearing House, recently addressed 
a meeting composed of the members of the 
Bankers Club and the Forum of Omaha 
Chapter, American Institute of Banking. 
Mr. Meyer cited instances to show how the 
Chicago Clearing House is protecting the 
depositors of its member banks. 

“The average depositor,” he said, “has 
no knowledge of what bank is safe. When 
he loses the money he has deposited by 
self-denial he loses all, often even the 
courage and initiative to start saving again.” 
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The Prevention of Unnecessary 


Legislation 


By LEROY A. MERSHON 


Deputy Manager, Trust Company Division, American Bankers Association 


N November, 1916, a joint Committee 

of the Chamber of Commerce of the 

State of New York, and of the New 

York State Bar Association, prepared 
and adopted a most excellent report which 
contained a set of rules for the prevention 
of unnecessary litigation. 

After outlining the object of the rules, 
the report stated that “Litigation may be 
said to be unnecessary if it can be pre- 
vented by the exercise of reasonable care.” 
It further stated that “Care at the source 
is, of course, most effective.” 

It is the application of this principle in 
legislation as distinguished from litigation 
to which your attention is earnestly invited. 

The past century will be recorded in his- 
tory as the beginning of the age of special- 
ization. During this period economic and 
soc'al life have undergone a complete re- 
construction. 

Less than a century ago the three great 
professions were concerned almost entirely 
with effecting cures. ‘Today, the authorized 
representatives of medicine, religion and the 
law are divided and sub-divided into special- 
ists who are devoted to discovering causes 
and applying the prophylactic method or 
prevention at the source. 


Drawing the Line 


the responsibility for pre- 
vention at the source was chargeable 
almost entirely to individuals but during 
later years a collection of individuals in 
corporations, have shared this responsibility. 
Just one hundred years ago a certain group 
of individuals were banded together in cor- 
porate form to perform fiduciary func- 
tions. Clothed with special equipment and 
perpetual existence, as well as financial re- 
sponsibility, they began the exercise of cer- 
tain functions formerly performed by in- 
dividuals. The outgrowth of this banding 
together is known to us as the modern 
trust company. The first eighty years of 
the existence of trust companies was largely 
spent in the creation of confidence and 
good-will. This came because of duty 
well performed. The last two decades have 
seen a marvelous growth in these great 
reservoirs of service. With their banking 
and trust resources conservatively estimated 
at sixty billions of dollars and a record of 
achievement unsurpassed in any business or 
profession, they stand as a bulwark of 
safety, assurance and comfort to the man 
of action and accomplishment who knows 
the uncertainty of life and the sureness of 
death. 

It has not been unnatural, therefore, that 
the expansion of the corporate fiduciary 
should invite the attention of the legally 
trained mind. The administration of the 
affairs of the living and the dead necessi- 


tates the handling of so many questions? mittee for discussion at their convention 


concerning the intimaie relationships of life 
that frequently it has been a difficult task 
to divorce the purely business affairs from 
those of a professional nature. This has 
been rendered more difficult by the rapid in- 
crease in the appointments to service and 
the complicated duties connected therewith. 

Twelve years ago Marquis Eaton, of the 
Chicago Bar, in discussing “The Relation 
of the Trust Company to the Lawyer” at 
the Sixteenth Annual Convention of the 
Trust Company Division of the American 
Bankers Association, drew a clear line be- 
tween the administration of estates and the 
practice of the law. He also set forth many 
ways in which the corporate fiduciary is of 
real service to the lawyer and his client. 

At the Chicago Convention in 1918, 
Frank W. Blair, in his address as president 
of the Trust Company Division, American 
Bankers Association, called attention to the 
apparent misunderstandings between mem- 
bers of the legal profession and trust com- 
panies in certain parts of the country. He 
recommended the appointment of a special 
committee to make a study of this subject 
and propose such remedial measures as 
might be deemed necessary. A _ resolution 
in support of this recommendation was 
unanimously adopted. It called attention 
to the lack of understanding of the true 
and necessary functions of a trust com- 
pany and its relations with the legal pro- 
fession and stated that the trust companies 
of the United States and the legal profes- 
sion have common interests and public du- 
ties to perform. The Committee on Co- 
operation with the bar was thereupon cre- 
ated. 


Co-operation 


Siew newly created committee meeting 
in November, 1918, began an exhaust- 


ive study of the subject. It considered the 
causes of the apparent enstrangement be- 
tween trust companies and lawyers; the 
effect produced by the then existing con- 
ditions and the remedies needed. 

In May, 1919, the committee submitted a 
comprehensive report to the Executive Com- 
mittee of the Trust Company Division. This 
report included an analysis of the laws of 
those states having statutes prohibiting the 
unauthorized practice of the law. It also 
recommended a continuance of efforts to 
advise individual trust companies known 
to be offending the legal profession in any 
particular in respect to their advertising or 
practice. At this meeting an invitation was 
presented from the Conference of State 
and local Bar Associations to discuss “The 
relation of trust companies to the practice 
of law,” this being the subject placed upon 
the program by the Bar Association Com- 


held in Boston on September 2, 1919. The 
invitation -was accepted. A delegation of 
seven trust company officials from differ- 
ent parts of the country attended the meet- 
ing. Several erroneous impressions regard- 
ing trust company ideals and _ practices 
were dispelled. The bar conference adopted 
the following resolutions declaring “that it 
is in the interest of society that the in- 
timate and direct relationship of attorney 
and client shall be preserved, and that cor- 
porate or lay practice of law is destructive 
of that relationship and tends to lower the 
standard of professional responsibility; de- 
claring also that trust companies are not 
organized for the purpose of giving legal 
advice or legal services; welcoming the 
effort of the Trust Company Division of 
the American Bankers Association to co- 
operate with the bar; and recommending 
that improper practices be reported to the 
Trust Company Division of the A. B. A. 
A special committee of six was appointed 
to prepare for the use of state and local 
bar associations a careful brief of what con- 
stitutes practice of the law and what con- 
stitutes unlawful and improper practice of 
the law by laymen or lay agencies.” 

In August, 1920, the convention of the 
American Bar Association was held in St. 
Louis. The special committee of the con- 
ference of Bar Association delegates pre- 
sented its report. It contained the com- 
mittee’s definition “On what constitutes 
practice of the law and what constitutes 
unlawful and improper practice of the law 
by laymen or lay agencies.” The report 
was adopted. 


Increases Legal Practice 


T the meeting of the Trust Company 
Division, American Bankers Associa- 
tion held in Washington, October, 1920, it 
was decided to prepare and forward a gen- 
eral communication to all members of the 
division. It was sent in January, 1921. The 
purpose of the communication was to pro- 
mote real co-operation between trust com- 
panies and the legal profession. “First 
and foremost” reads the letter, “Trust com- 
panies should so conduct their business that 
all possible conflict of interest with lawyers 
will be eliminated. Therefore, when a 
client proposes to name a trust company as 
executor or trustee of his or her estate every 
effort should be made to have the attorney 
for the client draw his or her will and in 
all legal matters in connection with the ad- 
ministration of the estate the client’s at- 
torney should, if possible, be employed.” 
Throughout the letter appeals were made 
with a view to prevention of conflict of 
interest at the source. This communication 
had a beneficial effect. Prompt assurance 
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Here are the reasons why the Bankers Directory is 
justly recognized as the one authoritative directory in 


the bank field: 


1. It is honestly revised twice 
every year. 


2. It is complete, up-to-date 
and published promptly af- 
ter revisions are complete. 


3. It is printed in tabulated 
form, with all similar items 
in the same column for the 
purpose of comparisons. 


4. It is excellently printed in 
clear, legible type. 

5. It contains more information 
of use to banks and com- 
mercial concerns than any 
other directory. 

6. It gives an accurate list of 
all bank officials, which may 
be used for mailing lists or 
other special purposes. 


The Bankers Directory is delivered nearer the date 
of the information it contains than any other publication. 


Let the Bankers Testify 


I am anxiously awaiting the receipt 
of the Blue Book, as the Library is call- 
ed upon continually for this particular 
directory. Most of the departments, 
rather than purchase any other direc- 
tory, are awaiting the arrival of the 
new Rand McNally. 


Paul R. Byrne, 
Natl. Bank of Commerce, N. Y. 


I consider that there is no directory 
equal to the Rand McNally, and during 
the years I was secretary of the Iowa 
Bankers Association I had the opportu- 
nity of observing how carefully your 
information regarding banks was 
collected. 

Hall, 


P. W. Hall, 
Mech. & Metals Nat. Bank, N. Y. 


It is my pleasure to advise you that 
we find your Bankers Directory very 
accurate and up-to-date in its compila- 
tion of both financial statements and 
change of officers. 


W. N. Kenyon, 
Federal Reserve Bank, Boston 


The next issue is now bein: 
issued promptly. We pub 


We certainly congratulate you on the 
splendid book you are issuing and we 
take pleasure in noticing that it is so 
closely down to date that the recent 
changes in this city are shown. 


Coleman Young, 
Guaranty Trust & Sav. Bank, 
Los Angeles, Calif. 


We have always regarded your pub- 
lication as the standard one, and I hope 
you can get some more of these bank 
directories out of business and leave 
you the only one in the field. 


Morris Hirschfield, 
Austin Nail. Bank, Austin, Tex. 


The collections and other business 
we receive from foreign points we attrib- 
ute to your Directory—yours is the 
only one we advertise in or subscribe to 
and we are well pleased with the service 
and results. 


M. D. Brett, 
Citizens Bank, Marks, Miss. 


compiled and will be 
fish just enough books 


to meet the demand of orders received prior 
to publication. Better enter your order today. 


D M°NALLY & GOMPANY 


Official Numbering Agent, American Bankers Association 
Largest Publishers of Banking Publications in the W orld 
Established 1856 


536 S. Clark Street 
CHICAGO 


42 E. 22nd Street 
NEW YORK 
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was given from many sources of co-oper- 
ation in carrying out the desires of the com- 
mittee. 

The proper development of trust com- 
panies increases legal practice: Large sums 
of money are used each year to induce in- 
dividuals to act in an orderly manner in 
the arrangement of their mundane affairs 
for the inevitable end of life. Separately 
and collectively, trust companies are urging 
men and women everywhere to put their 
houses in order. This means the prepara- 
tion of wills and trust agreements which 
calls for a knowledge of the law and the 
business administration of trusts. 

The services of the trust companies to in- 
dividual lawyers is universal and invaluable 
Through the use of the well organized and 
highly specialized departments of the mod- 
ern trust company the lawyer has at his 
command an equipment which enables him 
to serve his clients more completely. 

Throughout the life of the Committee 
on Co-operation with the Bar many mani- 
festations have been given of co-operation 
in fact rather than in name only. Hundreds 
of letters have been written and many miles 
have been travelled in bringing to bear 
upon officials of fiduciary institutions the 
deep conviction of the high principle in- 
volved in this discussion. We have met 
with almost one hundred per cent. success 
in this great work. We have given evidence 
to the leaders and members of the bar 
through word and deed that our co-oper- 
ation is genuine. 


Appreciation 


ROM the leaders and many members 

of the bar much evidence of apprecia- 
tion of our efforts has been received. In 
the resolution adopted by members of the 
bar at Boston in 1919; in reports of meet- 
ings of bar associations in different parts 
of the country and in printed reports of 
bar committees, our committee has been 
commended for its work. 

Last August the American Bar Associa- 
tion convened at San Francisco. At one 
of the meetings held in that city at that 
time, Julius Henry Cohen, of the New 
York bar addressed the delegates. Mr. 
Cohen told the delegates of our meeting 
together about five years ago when we dis- 
cussed the conflict between trust companies 
and lawyers. “From that day to this,” said 
Mr. Cohen, “I can testify as a witness upon 
the subject that we have had a most hearty 
co-operation from the Trust Company Sec- 
tion of the American Bankers Association.” 

Prevention at the source makes unneces- 
sary any legislation. 

In the realm of physics, friction is lost 
power. This is also true in our everyday 
ufe. It is costly. Harmony means prog- 
ress and success. It is free. 


The earnest hope that I would convey 
to bankers is that this subject be studied 
faithfully in order to draw a clear line 
of distinction between legal practice and 
the administration of trusts. 


In this way, the broader interest of the 
public, which is paramount, will be pre- 
served and this great service to the living 
and the dead shall go on unabated to 
greater heights of usefulness. 
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Exodus (Costing State $27,000,000 


That Is the Estimated Loss of Wealth from the Farms of Geor- 


gia This Year Due to the Departure of 77,500 Negroes. 


Near- 


ly" 30,000 Whites Have Also Left the Soil. There Are 46,000 
Vacant Farm Dwellings and at Least 55,000 Idle Plows. 


EPORTS to the Georgia Bank- 

ers Association from 92 out of 

154 counties, show that 41,383 

negroes have left those counties 
this year. ‘The same counties report that 
15,760 white people have left the farms. 
Other counties reporting in percentages in- 
dicate that the same general average applies 
to practically every county in the state. On 
the same system of percentages, it is found 
that 77,500 negroes have left Georgia this 
year, and 29,513 white people have left the 
farms of the state. During the three-year 
period of 1920, 1921 and 1922, it is further 
shown that 151,438 negroes had left the 
state for the North—a grand total of 
228,938 for the past three and one-half 
years. 

This exodus of negroes to the North and 
of white people to the cities leaves 46,674 
vacant farm dwellings in Georgia, and 
55,524 idle plows, estimating thirty acres 
to the plow. The labor shortage on the 
farms of Georgia, June 15, 1923, as estab- 
lished by the same questionnaire, is 70,843. 

Conditions are improving in 41 per cent. 
of the counties reporting, are unchanged in 
11 per cent. of the counties, and 47 per 
cent. of the area shows no improvement, 
meaning that the exodus continues from 
nearly one-half of the state. 


James S. Peters’ Solution 


AMES S. PETERS of Manchester, Ga., 
president of the Georgia Bankers Asso- 
ciation, who conducted this inquiry, says: 
“This is a condition and not a theory. 
Our figures ‘substantiate in a very large 
measure the inquiry made under the super- 
vision of Dr. Andrew M. Soule, of the 
State College of Agriculture, conducted 
under similar conditions. He found that 
approximately 86,000 negroes had left 
Georgia, while our inquiry discloses 77,500. 
The difference might be explained by the 
tendency on the part of the bankers to be 
more conservative in their estimate. 

“In addition to the number which have 
left since the first of January should be 
added those who left during the years of 
1920-21-22, making in all 228,938, a num- 
ber larger than the population of the city 
of Atlanta. The fact that more than one- 
third of those have left within the past 
three months indicates that the exodus is 
on the increase. Should the present rate 
continue during the remainder of the year, 
the number of negroes leaving Georgia 
this year will equal the population of one 
of our congressional districts or ten of our 
average middle Georgia counties. 

“Our reports indicate that the railroads 
in one of the cities of the state have sold 
more than 5,000 tickets to negroes going to 
the industrial north and east since January 


1 of this year. This number, of course, 
was included in the totals mentioned above. 
When we take into consideration that the 
negro population in Georgia increased only 
30,000 from 1910 to 1920 it brings to our 
attention the fact that the negro popula- 
tion of Georgia now is possibly less than 
it has been since 1890. It seems apparent 
that this will continue so long as condi- 
tions here remain as they are at present and 
the Industrial north and east offer higher 
wages and better living conditions.” 


Send for Their Friends 


E IS useless to talk about labor agents 
or undertake to legislate against their 
activities. It did not require labor agents 
to take from Ireland almost one-half of her 
population and transplant them on the 
shores of North America. Superior living 
conditions and better wages did this. It 
was often said if Ireland could stop letter 
writing between the Irish emigrants and 
the home people that it would be an 
effective means of retarding emigration. 
I do not think that the activities of the 
labor agents have much to do with the 
emigration that is going on now, as we 
have very few negroes now in Georgia 
who do not have relatives or friends in the 
north or east. Every mail brings letters 
back to the south to the fathers, mothers, 
brothers, sisters, sweethearts, neighbors and 
friends telling of the high wages, good liv- 
ing quarters, schools and other superior 
living conditions, and I find in many in- 
stances that those who have gone ahead 
are sending money back to their families 
and friends to cover their transportation 
‘up North.’ 

“T believe that the negro would rather 
remain in the south and the south needs 
him. We are his best friend and he is our 
best source of labor supply. He knows 
how to farm under southern conditions. 
He will work for less, live on less and in 
cheaper quarters than any people save the 
oriental coolie. How can we keep them? 
That is largely a local question. However, 
some of the things we must do which 
apply to the state at large have been sug- 
gested from time to time by leaders of 
both the black and white race, and I 
repeat them here for emphasis.” 


Wages, Education, Justice 


IRST: Wages must necessarily in- 

crease to par with those of the north 
and east with proper allowance for the dif- 
ference in the cost of living. It may be 
said that we cannot pay the wages offered 
by the industrial centers and if this is true 
then the emigration will continue until the 
over supply either brings down the wage 
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level in the north and east or the supply 
here justifies an increase. 

“SECOND: Living conditions in the 
negro section of our towns. and cities must 
be improved by the authorities and in this 
connection it might be well to add that 
little effort if any has been put forth 
heretofore in taking care of the sanitary 
conditions of the negro communities. As 
a result, few of the streets are in good 
condition and too often we find them cov- 
ered with cans and other rubbish. Very 
few of them have water, lights, gas and 
telephone and other community  con- 
venience. Already there has come to my 
attention an instance where the mayor of 
a middle Georgia town has cleaned up the 
negro section and worked out the streets, 
this being the first time that such has oc- 
curred in the history of the town. 

“THIRD: Our educational facilities must 
be increased. Although we may have a 
few who cling to the idea that we should 
not educate the negro, at the same time 
no good can come out of his illiteracy and 
the sooner we establish suitable normal and 
industrial schools for the training of the 
negro boys and girls the better it will be 
for Georgia. His illiteracy today explains 
the fact that Georgia with the exception 
of South Carolina ranks higher in illit- 
eracy than any state in the union. 

“T believe that the forthcoming session 
of the Georgia legislature should establish 
a commission with suitable power and funds 
to establish at a convenient point in the 
state a real industrial school where the 
negr’ boys and girls can be trained along 
industrial lines at a minimum expense. 
This, and other measures should be put 
into effect to retard emigration, and assist 
the leaders of the colored people to keep 
their people in the south.” 


Weeds Instead of Crops 


HAT most of the negroes have left 

the farming section of our state is evi- 
denced by the fact that in traveling through 
the middle part of Georgia either on the 
railroad or public highway you will see 
thousands and thousands of acres of land 
and farm dwellings lying vacant. The 
land is growing up in weeds and the farm 
dwellings deteriorating. These lands sold 
or should have brought in 1919 from $40.00 
to $75.00 per acre and today there is no 
demand for them at all. In fact you cannot 
lease them for the taxes. A large per- 
centage of them are covered with mort- 
gages and the owners are not able to pay 
the interest. 

“FOURTH: I quote from an address de- 
livered on June 19, by Alex. R. Lawton to 
the University of Georgia Alumni at 
Athens: 
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UR Industrial Financing De- 
partment invites inquiries from 
established successful enterprises in- 
terested in immediate or future long 
term cr permanent financing througt 
the medium cf mortgage loans, bonc: 
and stock issues for expansion, re- 
funding or additional working capital. 


To those 
considering 
Long Term or 
Permanent 


After completing our analysis we advise 
as to the most advantageous plans of 
financing and subject to our clients’ ac- 
ceptance, we negotiate the sale of the 
entire proposed issue, with an Invest- 
ment House, which, in our opinion, is 
best suited for underwriting the issue. 


Financing 


Wm. A. White & Sons 


Established 1868 
46 Cedar Street 
Tel. John 5700 


Our Corporate Financing Service is rend- 
ered for a reasonable charge previously 
agreed upon and to be paid only in the 
event of the consummation of the sale. 


D. W. Davis, former Governor of Idaho 
appointed commissioner in the Reclamation 
Service 


““Tt is not race pride or race instinct, 
but race prejudice augmented by want of 
character, that brings the negro injustice 
as between man and man. If I yielded to 
a natural reluctance to admit distasteful 
truths, I could not conceal from you the 
tendency, far too frequent with far too 
many individuals, to deal unfairly in busi- 
ness transactions with the negro because 
he is helpless. It is manifested in some 
shop-keepers (particularly those who give 
credit) and with some farmers in their 
dealings with negro ‘tenants. It is in an 
appreciable degree more difficult for a 
negro than a white man to obtain justice 
in some of our courts, whether on the civil 
or criminal side. 

“This statement is rather mild and one 
of the conditions which we must overcome 
is that the negro is not now conceded a fair 
and square deal in all transactions.” 


MISSISSIPPI 


VALLEY 
TRUST 420% 


A Trail of Destruction 


HE exodus of the negro has left in 

its trail a destruction—silent, but as 
great as that wrought by the march of Sher- 
man’s army from Atlanta to the sea. How- 
ever, in addition to this it must not be for- 
gotten that our report indicates that 29,513 
white people have left the farm since Janu- 
ary 1 of this year and we regret that we 
were not able to secure satisfactory informa- 
tion as to the number of white farmers who 
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left the farm during the preceding three 
years. As a result of the exodus of the 
negroes to the north and of the white peo- 
ple to the cities we now have vacant 46,674 
farm dwellings in Georgia and 55,524 idle 
plows. 

“Based upon a production of $500 to the 
plow, which is very low, you will observe 
that Georgia’s loss of wealth from her 
farms this year will amount to the sum of 
more than $27,000,000 and in a decade to 
more than $250,000,000. 


Bank Merger 


The Bank of America and the Battery 
Park National Bank have agreed upon a 
plan for merging the two institutions. 

The Bank of America which, according 
to its last report, had capital and surplus of 
$11,000,000, gross deposits of over $130,- 
000,000 and total resources in excess of 
$150,000,000, was founded in 1812 as the 
successor of the first Bank of the United 
States, when the charter of the latter was 
not renewed. It has seven offices located 


in New York and Brooklyn. 


The Battery Park National Bank was 
organized about twenty years ago and has 
deposits of about $11,000,000 and capital 
and surplus of $2,700,000. Its principal 
officers are: E. A. de Lima, president; 
F. E. Hasler, R. C. Coner, E. R. Carhart 
and J. C. Desola, vice-presidents; A. H. 
Merry, cashier. 

This is the second consolidation in which 


the Bank of America has participated 
within the last year. 


Saint 
A 
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British Tariff Policy Since ’1 


By W. F. CRICK 


P rotection, Abandoned in the ’40’s, Revived Under Pres- 


sure of War and Post-War Conditions. 


United States Little 


Affected by New Import Duties, but Buying Power of European 
Countries Severely Curtailed. No Protection for Agriculture. 


EVOLUTION is like a quick- 
change artist. The metamorphosis 
is none the less real because rapid, 
and it is not until the final result 

is achieved that the beholder looks back to 
trace each step of the transformation. Hence 
it is commonly supposed that England is 
still as firmly grounded on the rock of free 
trade as was the case prior to the war. 
But as a matter of fact the past eight 
years have seen a practical abandonment 
of free trade principles and the adop- 
tion of a tariff system based in large part 
on the commonplace arguments for pro- 
tection. 

The change has come about, not through 
any conscious and avowed movement for 
tariff reform. That fetich died, as a poli- 
tical issue, at the outbreak of war. Not 
until the change was worked did the tra- 
ditional opponents of protection wake up 
to the fact of its accomplishment despite 
some few dissentient voices. In the recent 
general election the repeal of protectionist 
legislation became at least a secondary fac- 
tor. The Liberal party, at all events, did 
its best to bring it to the fore. The Labor 
party, while subscribing to the principle 
of free trade, was more concerned owing 
to the tempest of opposition in the Con- 
servative camp, with the capital levy pro- 
ject. So that, while both are more or less 
committed to work for the repeal of the 
war and post-war tariffs the only promise 
coming from the victorious party was for 
“no change in principle’ from the policy 
of the Lloyd George government. How 
non-committal, but, further, how danger- 
ous, is this evasion of the issue, will be 
evident from the following paragraphs. 


The Pre-war Situation 


(ost BRITAIN’S industrial pre-emi- 
nence, was whether we like it or no, 
built up under conditions of the utmost 
freedom of trade. From the repeal of the 
Corn Laws, in 1846, and u/ the Navigation 
Acts, in 1849, there were, up to the time 
of the war, nothing more serious than 
revenue duties in force. These, as their 
name suggests, were levied on certain quasi- 
luxuries—tobacco, beer, spirits, coffee, cocoa, 
sugar, tea, dried fruits. It is important to 
note that only in the cases of beer and 
spirits was there any possibility of securing 
protection by these duties for home indus- 
tries. And even this possibility was neg- 
atived by the imposition of countervailing 
excise duties on home production. 

The result is that particularly in view 
of the relatively inelastic demand for many 


of these products, the duties must fall in 
the main on the consumer. Furthermore, 
since some at least of the commodities 
named have now become virtual necessities, 
the duties constitute a peculiarly noxious 
form of indirect taxation. As such they 
are the particular object of the fiscal sys- 
tem against which the Labor Party is di- 
recting its attacks. 

The rates are specific, and at the present 
time range from 8d. per pound on tea, 
and 4d. per pound on roasted or ground 
coffee, to 8-9 shillings per pound on to- 
bacco. How large an item in the revenue 
of the State these duties comprise is evi- 
dent from the fact that in the year ending 
April 1, 1913, customs duties realised £3514 
millions and excise £3914 millions, while in 
the year ending April 1, 1922, they realised 
£130 millions and £194 millions respectively, 
or, taken together, were responsible for 29 
per cent. of the total income of the national 
government. 


The Luxury Duties of 1915 


geen first step to protection was taken, 
strangely enough, by Mr. Asquith’s 
government in 1915.. Mr. McKenna, then 
the Liberal Chancellor of the Exchequer, 
in his supplementary budget speech of that 
year, introduced a set of special duties, 
usually of one-third of their value, on 
certain luxury imports, such as automobiles, 
clocks and watches, musical instruments, 
and cinema films. The object, of course, 
was to discourage expenditure on luxuries, 
enforcing economy, and regarding a greater 
part of the nation’s income available for 
war purposes. The duties, therefore, being 
levied upon products the demand for which 
is peculiarly unstable, fell heavily on the 
foreign exporter, and protection for the 
home producer is the result. 


Undisguised Protection, 1921 


PART from increases in the already 

existing “revenue” duties, no new 
steps were taken until 1921, with the pass- 
ing of the Safeguarding of Industries Act. 
This was avowed protection, but again the 
result, ostensibly, at least, of circumstances 
which were not anticipated to be of a per- 
manent nature. 

The Act contained, in fact, two quite 
distinct measures. The first, acting upon 
lessons learned during the war, when great 
difficulty was experienced in obtaining cer- 
tain articles of the production of which 
enemy countries had had a practical monop- 
oly, aimed at protecting certain essential 
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“key” industries. There are nine of these 
industries, producing some, 6,000 specified 
articles, on imports of which is levied an 
ad valorem duty of 33% per cent. The 
most important groups are optical glass and 
instruments; scientific glassware and por- 
celain; scientific instruments; magnetoes; 
and fine chemicals. The spirit of this duty 
is to render Great Britain self-sufficing in 
the products of these highly specialised in- 
dustries, which: demand rare materials of 
exact description and highly skilled labor, 
for their manufacture. 

The second measure, however, aimed at 
the prevention of dumping. The exchange 
situation was held to endow foreign prod- 
ucts, in competition with English goods, 
with an unfair attractiveness to the mer 
chant in the matter of price. Consequently, 
on any article, (other than articles of food 
and drink), which the Board of Trade is 
satisfied can be imported from countries 
with collapsed currencies at a price below 
the domestic cost of production, a flat rate 
of 33% per cent. of its value is levied. Up 
to the present two orders have been issued, 
imposing the- duty on various commodities 
manufactured in Germany, irrespective of 
the country from which they are imported. 
The orders apply to fabric gloves; glove 
fabric; certain kinds of domestic and il- 
luminating glassware; domestic hollow- 
ware of aluminum or enamelled steel or 
wrought iron; and: incandescent gas 
mantles. 


Protection and Debts 


HIS act has been under constant fire 

from the energetic group of Independ- 
ent Liberals in the House of Commons ever 
since its passage. Large sections of manu- 
facturers—particularly in the Manchester 
area, the traditional home of free trade— 
have pronounced against it. The leaders 
of the commercial and financial press are 
almost unanimous in condemnation. 

It is not always clearly recognized by the 
supporters of this legislation that a depre- 
ciation in the exchange value of a currency 
is accompanied, or followed at very short 
distance, by a similar depreciation in its 
internal purchasing power. Consequently 
a fall in exchange is usually reflected in a 
higher price for the product exported, so 
that no great advantage is given, in the 
matter of price, to the importer, so long 
as the rate of depreciation of the export- 
er’s currency be not too rapid. 

England, no less than the United States, 
has ultimately to make a definite choice be- 
tween payment and protection. If German 
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goods are shut out, as all Europe is shut- 
ting them out, even Sir Eric Geddes (who 
threatened to “squeeze the lemon until the 
pips squeak”), could not get the reparation 
account settled. 

But Mr. Baldwin, who, no doubt, would 
scarcely take such a drastic step as to 
propose the repeal of the Act, has pro- 
gressed so far as to look back upon “the 
mental frame of mind we used to be in 
about reparation, when a large number of 
people in this country thought Germany 
would send bags of gold every Saturday 
night until the money was paid.” It is a 
welcome advance in theory, which may 
some day be applied to the facts. 


Imperial Preference 


LONGSIDE of the movement towards 
protection has gone another interesting 
development, that of imperial preference. 
In 1917, at the meeting of the Imperial 
War Conference, the question was discussed 
at some length, and took definite shape 
in 1919. Austen Chamberlain, then Chan- 
cellor of the Exchequer, and the son of a 
distinguished imperialist. father, introduced 
the scheme in his budget speech of that 
year. 
The project took the form of a reduc- 
tion in the ordinary duties in the case of 
goods of colonial origin. On the definitely 


next few months. 


pay a visit to Detroit. 


wants known. 


DETROIT 


UNDREDS of bankers will be on vacation 
throughout the Great Lakes Region during the 


They will motor or cruise and will undoubtedly 
| 
| 
| 


FIRST NATIONAL BANK 


The First National Bank, the Central Savings Bank and the 
First National Company of Detroit, are under one ownership. 


If you are lucky enough to be one of these, per- 
haps there will be some service which we may perform 
which will add to your pleasure on this trip. 

We extend a cordial invitation for any banker or 
his friends to write us or call upon us and make his 
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protective duties, as introduced by Mr, 
McKenna in 1915, a preference of one- 
third of the duty was given. On the old 
revenue duties, however, partly from the ex- 
igencies of public finance, and partly on 
account of the fact that in certain cases 
excise duties were imposed on home pro- 
duction, the reduction, for goods of colonial 
origin, was limited to one-sixth. The three 
articles of special importance in this con- 
nection were tea, cocoa, and rum, of which 
the bulk of Great Britain’s imports are 
from colonial sources. In certain special 
cases, such as rum, special rates of prefer- 
ence were fixed. 

The avowed object of the scheme was to 
foster imperial trade and to render the 
Empire, as far as possible, self-supporting. 
At the present writing there is a great deal 
of discussion proceeding as to the possibility 
of increasing trade with the colonies to 
such an extent as to take the place of 
the pre-war trade with the collapsed Euro- 
pean markets. If preferences are efficacious 
in encouraging such a reallocation of mar- 
kets, then the preferences now in force 
should have achieved something in that di- 
rection. Allowing for all factors, it is 
impossible at this writing to form a final 
judgment on the question. 

While it may be true, therefore, that im- 
perial preference has contributed to in- 
creased imports from the colonies, there 
has been no corresponding increase of ex- 
ports to them. This is exactly what one 
would expect. A market cannot be made 
fn a day. e 


America’s British Market 


HAT then is the importance of 
these changes to the United States? 
Directly, very little. British agriculture 
has no protection, while the only duties 
that seriously affect the American manu- 
facturer are the McKenna duties of 1915. 
The United States, then, have still almost 
as open a market in Great Britain as ex- 
isted before the war. Whether Great 
Britain can pay for huge imports, par- 
ticularly in view of the debt repayment and 
the enactment of the Fordney-McCumber 
tariff, is another matter. 

The direct effects of these changes are 
bound to fall, in the main, on the European 
producer; and in this very fact lies the ob- 
vious illogicality of the argument for pro- 
tection. For it is from just these people 
that repayment of debts and reparation is 
looked for. At the same time, the buying 
power of these countries is radically re- 
duced, so that the British exporter, manu- 
facturer, and worker must suffer, as must 
also, to some degree, the American. 

Until these facts are clearly recognised, 
as they are coming to be more and more 
widely in Great Britain, and until some at- 
tempt is made to solve the problems of 
international trade and indebtedness along 
the lines of the freest movement of goods 
in the directions dictated by the untramelled 
influences of wealth and buying power, 
there can be little hope, in Great Britain’s 
peculiar economic situation, of a material 
revival or extension of her overseas trade. 
Mr. Keynes believes that a free-trade agree- 
ment among European countries would do 
as much as the League of Nations itself 
to prevent the recurrence of war. 
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The Condition of Business 


Three Significant Events in Recent Weeks. New Records in the 
Production of Basic Commodities, Heavy Wage Increases, and a 
Decline in Commodity Prices. Possible Explanations of the Lat- 
ter Trend. Another High Level in Automobile Manufacturin g 


F one were to pick out the three most 

significant events in recent weeks he 

would probably select the breaking 

of new records in the production 
of basic commodities, exceptionally heavy 
wage increases, and a decline in commodity 
prices. Each one of these events is signifi- 
cant in itself, but taken together they are 
still more significant, and present a picture 
of the current business situation. 

Stimulated by the shortages created in 
the war period, the production of basic com- 
modities has risen steadily since the middle 
of 1921, and the rate of output in the 
first five months of this year has been the 
highest for any such period in the history 
of the country. May output topped all 
previous records for a single month. The 
production index prepared by the Federal 
Reserve Board from the reports of produc- 
tion in 23 different industries stood about 
27 per cent. above the 1919 average. Along 
with heavy production has gone excep- 
tionally large rail traffic, increased employ- 
ment, and large wholesale and retail trade. 

It is not unusual that the high level of 
production should be accompanied by wage 
advances. The maintenance, however, of 
such a high level of production for five 
months, after wages have been advancing 
for many months, is perhaps an indication 
of greater labor efficiency than has formerly 
prevailed in such periods. 

The decline in commodity prices indi- 
cated by a two per cent. drop in the De- 
partment of Labor index is evidence of a 
tendency in business today which may be 
profoundly significant of the future and 
needs to be carefully watched. It reflects 
caution on the part of manufacturers and 
others in placing orders for forward de- 
livery. It perhaps indicates that manufac- 
turers are on their guard lest advances in 
wages rob industry of its profitableness and 
bring about a period of less active busi- 
ness. 


Iron and Steel 


a. production of pig iron and of 
steel ingots in May exceeded all previous 
records, in spite of a slight decrease for 
two successive months in the tonnage of 
unfilled orders of the United States Steel 
Corporation. This heavy production un- 
doubtedly reflects the high rate of activ- 
ity in the building industry, automobile 
production, and the production of railroad 
equipment. Iron and steel production is 
responsive as well to the activity in hun- 
dreds of industries throughout the country, 
and in fact iron and steel are so inter- 
woven with the country’s industries that it 
is next to impossible to trace or classify 
the uses to which their products are put. 


In this connection, it is perhaps worth 
noting what new high records in the pro- 
duction of iron and steel mean. Because of 
the growth of the country, it is normal for 
this industry to make new high production 
records every two or three years, hence 
new -high records are to be interpreted not 
as’ amazing or astounding, but simply as 
an indication of a high state of business 
activity linked with a normal growth in 
the country’s business. Record output is 
perhaps peculiarly significant at the present 
time,- because of the tremendous expansion 
which took place. in the iron and steel in- 
dustry during the war. The highest war 
figure was a daily output of pig iron in 
September 1918 amounting to 114,000 tons, 
whereas during May the output was at the 
rate of 125,000 tons per day. 

A slight decline in the prices of iron and 
steel during May and the disappearance of 
premium prices accompanying some reduc- 
tion in unfilled orders have been taken by 
the steel industry as indications of greater 
stability and more active placing of orders 
is reported in June. 


Automobiles 


| May 393,000 passenger cars and trucks 
were produced by American factories, 
according to the report by the United 
States Department of Commerce. This 
is a new high production figure and 
exceeds by 11,000 the previous high figure 
for April. The total production of cars 
and trucks this year to the end of May 
has been 1,600,000—about double the 
amount of production in the same five 
months in 1922. At this rate of output, 
the production for the entire year may well 
be between 3,500,000 and 4,000,000 cars, as 
compared with the previous maximum out- 
put of 2,500,000 in the year 1922. The ap- 
parent absorption of this large production 
is evidence of the well-being of the popula- 
tion of this country. There are now more 
than 12,000,000 automobiles registered in the 
different states of the Union, and it is clear 
that this figure is moving rapidly toward 
the 15,000,000 mark. At this rate, it will 
not be many months before there is an 
automobile for every two families in the 
country. 


Railroad Operations 


AR loadings have continued heavier 
than ever before this season of the year, 
and in the week ended May 26 were over 
a million cars, and practically equal to the 
highest figure reached in October, 1920. 
By improvements in railroad operation, 
including the rapid movement of cars and 
their heavier loading, and by placing new 
equipment in service, the car shortage, 
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which threatened to become serious, has 
practically been eliminated and all of the 
general line embargoes which had been in 
force in past months have now been re- 
moved. The achieving of this result, in the 
face of increasing traffic, removes for the 
present one of the threats to business pros- 
perity which had appeared most ominous. 
A further encouraging feature about the 
rail situation was the report of railroad 
earnings during April, amounting to 6% per 
cent. of the tentative valuation. This is 
the highest rate of return earned in any 
month since the passage of the Trans- 
portation Act in 1920. The result was pro- 
duced by an increase in operating revenues 
amounting to more than 25 per cent., as 
compared with the same month last year, 
while operating expenses increased 20 per 
cent. For the first four months of the year 
the return on tentative valuation amounts to 
5.49 per cent., which is slightly less than 
the 534 per cent. earnings allowed by the 
Interstate Commerce Commission as a fair 
return. The figures for the first four 
months of the year are as follows: 


Net Rate Return 


Operating on Tentative 
Month Income Valuation 
January $60,654,700 $5.54 
February 38,903,000 3.73 
March 83,568,000 5.84 
April 83,197,800 6.50 
Building 


_ value of building permits let in 
principal cities continued to decline in 
May, as high building costs discouraged the 
launching of new projects. The tendency 
to curtail building projects, which began in 
New York, appears now to have spread to 
other centers. 

Meantime, the volume of construction 
actually under way continues to be heavy. 
The awards of contracts for new buildings, 
as reported by the F. W. Dodge Co., were 
larger than in any previous month. These 
contracts presumably represent projects for 
which permits had been taken out some 
months before. 


Bricklayers in New York City have been 
granted a $12 a day wage, for which they 
have been striking, and similar increases 
have taken place in other parts of the 
country and with other types of building 
artisans. On the average, wages of build- 
ing workers are now higher than they 
were even at the maximum figures of 1920. 


Wage Increases 


S the shortage of workers for fac- 
tories and agriculture has become more 
marked the wage rates offered to un- 
skilled workers have risen steadily. In 
the past two months there has been an 
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Wh the Higher Premium 
'y is Required for 
American Express 
Travelers Cheques 


It is not because these Cheques are accepted and cashed 
in every town and city in the world by practically every 
shop, store, hotel, restaurant, transportation company, 
banking institution, express agent; and at seaports by 
customs agents for customs duties. 


It is because the American Express Company maintains 
exclusive, finely equipped offices in all the principal cities 
of the world, almost wholly to render assistance, gratui- 
tously, to holders of its paper. 


It is because the American Express Company employs 
uniformed, experienced interpreters at nearly all seaports 
and railway terminals to assist travelers unfamiliar with 
foreign customs, currencies, languages and local conditions 
entirely without charge. 


It is because ninety percent of Americans going abroad 
know they are free to make their headquarters at American 
Express offices—there to meet other Americans, write 
letters, secure information, advice, or assistance, receive 
their mail, telegrams, periodicals, etc., sent to them in the 
company’s care. They know they are welcome to use 
these special services without charge. 


It is because the American Express Company has com- 
plete travel organizations at its offices and can intelligently 
and reliably furnish everything for travel, including hotel 
accommodations, railway and steamship tickets, Pullman 
reservations and itineraries. 


Responsibility for the peace of mind and financial 
protection of the American traveler abroad begins 
at the bank which sells him his travelers cheques 


AMERICAN EXPRESS Co. 


Main Office: 65 BROADWAY, NEW YORK 
DIVISION HEADQUARTERS: 


922 Atlanta Trust Bldg., Atlanta,Ga. Market St. at Second, San Francisco, Cal. 
Ninth & Locust Street, St. Louis, Mo. 15 North Wabash Ave., Chicago, IIL. 
521 Phillips Square, Montreal, Canada 


WHEREVER YOU GO ALWAYS CARRY AMERICAN EXPRESS 
TRAVELERS CHEQUES 


increase of about 10 per cent. in the wages 
of such workers, and they are now not far 
below the highest figures reached in 1920. 
The earnings of factory workers increased 
4 per cent. between April and May and 
are a little more than twice as high as be- 
fore the war, as compared with the general 
price level between 55 and 60 per cent. 
above the pre-war level, if the Department 
of Labor index for wholesale prices and 
the National Industrial Conference Board 
index for cost of living are taken as guides. 
The power of industry to pay high wages, 
while the selling price of the products is 
much lower, depends upon an increase in 
industrial efficiency. There is no way of 
measuring how fully such an_ increase 


in efficiency has taken place, and only the 
test of experience will show. If factories 
can continue to make profits at present 
levels of prices and wages it will mean an 
important increase in the output per worker 
and hence an increase in the nation’s stand- 
ard of living. There is no more important 
problems before the country today. 


Commodity Prices Decline 


DECLINE of two per cent. between 
April and May in the Department of 
Labor index number of wholesale prices 
probably reflects the opinion of certain buy- 
ers that the present level of business 
activity will not continue for many months 


longer. More directly this price decline 
and the declines in prices of basic com. 
modities which have preceded it, indicate a 
pause in the placing of orders for advance 
delivery. This may be seen in a slight 
reaction in wholesale trade in New York 
City and in reports from the machine too] 
trade, the textile trade, and the iron and 
steel trade. 

There were declines in May in the prices 
of all nine of the commodity groups making 
up the Department of Labor index, with the 
exception of food and house-furnishings, 
which remained stationary. The latest 
index numbers, by groups, are as follows. 
In each case the 1913 average is taken as 
100 per cent.: 


Farm products __........ 132 141 139 
es eee 138 144 144 
Cloths and clothing ...... 175 205 201 
Fuel and lighting ........ 216 200 190 
Metals and metal products 119 154 152 
Building materials ........ 160 204 202 
Chemicals and drugs ...... 122 136 134 
Housefurnishing goods .... 176 187 187 
Miscellaneous ............ 116 126 125 
All commodities ......... 148 159 156 


Business Failures 


HE failure of two _ long-established 
‘& stock exchange concerns during June 
was an unsettling factor in the business sit- 
uation, although it appears to be clear that 
the failure of both of these concerns was 
due to their connection with German affairs 
and did not reflect domestic conditions. As 
far as any general spread in failures is con- 
cerned, the figures for business failures 
prepared by R. G. Dun & Co. show that 
failures are now running about as large 
as normally in the past. During May there 
were 1,530 failures as compared to 1,520 
in April and liabilities were 10 million 
dollars smaller. In the past few months 
failures have been at the annual rate of 
about 1 per cent. of the firms in business, 
and ever since the Civil War this has been 
the normal average rate. 


Cost of Living 


iors index compiled by the National 
Industrial Conference Board for the cost 
of living of a wage earner’s family rose 
1 per cent. during May. There was an 
increase of 4.2 per cent. in the cost of 
clothing, the largest increase since early 
in 1920. The following table shows recent 
changes: 


(July, 1924 = 100 per cent.) 


Per cent. Per cent. 

Item Index Change from Change from 
May15 April 15 May 1922 
Food 143 0 + 2.9 
Clothing 174 + 4.2 + 11.5 
Shelter 172 + 1.2 + 4.2 
Fuel and Light 178 — 1.1 + 2.3 
Sundries 173 0 — 0.6 
All Items 160.3 + 0.8 + 3.5 


The Farmers’ Prospects 


HE condition of the cotton crop on 

May 25, as estimated by the Department 
of Agriculture, was 71, as compared with 
69.5 a year ago. This increase was due 
entirely to favorable growing conditions 
in Texas and the condition in all the 
other states was less good than a year ago, 
largely because of excessive moisture and 
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low temperatures, which have made it nec- 
essary to replant some of the crop. The 
migration of negroes to the north is re- 
ported to have cut down seriously the 
supply of labor available for taking care 
of this year’s crop. 

The condition of the winter wheat crop 
was estimated at 76.3 on June 1, as com- 
pared with 81.9 a year ago. This lower 
condition is partly offset by a somewhat 
larger acreage of spring and winter wheat, 
but the Department of Agriculture fore- 
cast of the year’s crop’ is 817 million 
bushels, as compared with an average 
harvested crop of 875 million bushels in 
the past five years. These crop estimates 
are, of course, all too early to be very 
reliable. 

The financial condition of the farmer is 
generally reported as still far from satis- 
factory. It is significant, however, that the 
sales of the principal mail order houses, 
which deal largely with the rural popula- 
tion, were 40 per cent. larger in May of this 
year than in May a year ago. This may 
be partly due to the fact that many farm- 
ers have been able to supplement their in- 
come by some form of work off the farm. 


Foreign Trade 


N May for the third successive month, 

the foreign trade of the United States 
showed a net balance of imports. For the 
first five months in the year there has 
been an excess of imports over exports 
amounting to 138 million dollars. This is 
an unusual situation for the United States, 
which has customarily exported more goods 
than were imported and by that means 
has paid other nations for services ren- 
dered in the form of shipping, loans of 
capital, or services to American tourists. 

The present situation is due to ab- 
normally low exports and abnormally high 
imports. The small exports may readily 
be accounted for. by the disturbed condi- 
tions. of foreign countries, which are 
unable to pay for large amounts of Amer- 
ican goods. Larger imports may be di- 
rectly traced to the high rate of industrial 
activity in this country and the consequent 
need for saw material and power to 
purchase.. finished ‘products.. A further 
factor, may be,found in the desire of 
European countries to export goods to pay 
their debts. The bulletin of the London 
Joint. City and Midland Bank believes that 
we are entering a new era in which our 
imports will permanently exceed our ex- 
ports. 


“A latge export sufplus has for so long 
been a characteristic of American trade 
that it is not easy to realise that the era 
of the export balance is definitely passing, 
and that in the near future the United 
States, like this country, must import more 
goods than she sells abroad... And yet this 
appears ‘inevitable, and capable of post- 
ponement only if America fails to collect 
from Europe the interest on war-time loans 
or lends: for more than is likely to foreign 
countries. 

“One hundred years ago the United 
States was on balance an importer of mer- 
chandise. But her position then as a net 
importer was due to causes very different 
from those existing today. Before she be- 
came a creditor country, during. the course 
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of the great European War, she had been 
a borrower from Europe for generations. 
Foreign investment in America continued 
right up to 1914, and it was not until the 
war had been in progress some years that 
she finally emerged from her position as 
a debtor country and became a lender 
of capital.” 


The Austrian Loan 


i the first five months of this year only 
a little over $150,000,000 was loaned to 
foreign countries by American citizens in 
the form of foreign securities purchased 
here, as compared with more _ than 


$550,000,000 during the first five months 
of 1922. This change may fairly be in- 
terpreted as representing distrust in this 
country of the financial capacity of many 
of the European countries. A notable ex- 
ception to this tendency was the flotation 
of a loan of $25,000,000 for Austria. This 
was part of a loan of 126,000,000 floated in 
different countries and guaranteed in pro- 
portionate parts by eight nations. The loan 
is a part of the League of Nations’ pro- 
gram to stabilize Austrian financial condi- 
tions during the next two years. The issue 
in this country was oversubscribed in a 
few minutes after. the books were opened. 
The bonds sold to yield 8 per cent. 
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Government Surplus 


A= gratifying feature of the pres- 
ent financial situation is the recent an- 
nouncement that the government will close 
its books at the end of the fiscal year on 
June 30 with a surplus in the neighbor- 
hood of $200,000,000. A year ago a deficit 
seemed unavoidable. The surplus is a 
result of larger receipts from custom dutics, 
reflecting the heavy volume of imports, and 
from the income tax, as a result of im- 
proved business conditions in 1922. In the 
second place, government expenditures 
have been reduced by about $400,000,000 
from last year’s estimate. 


The International Banker 


IS financial obligation, his monetary 

stake, are involved normally only 

for the length of the interval be- 
tween his purchase from a government or 
corporation and his disposing of the securi- 
ties so purchased by an offering to the 
public. His remaining obligation—and that 
is a continuing and weighty ore—is of a 
moral character and consists in the require- 
ment that he must have used the best of 
diligence, judgment and care in satisfying 
himself as to the soundness and intrinsic 
value of the securities offered to the public 
under his auspices. The penalty for failure 
to fulfil this requirement is severe and 
inevitable—consisting, as it does, in the loss 
of the confidence and patronage of his 
clients, and without these assets no banking 
business can endure. 


NCIDENTALLY, it is worth mention- 

ing that the total of the amount of se- 
curities, issued in this country and outstand- 
ing, of those Allied European nations who 
were engaged in the late war, is very much 
less than is frequently supposed. That to- 
tal— apart, of course, from the Allied war 
debts to the American Government, and 
apart, also, from temporary bank loans and 
similar trade accommodations—is not four 
to five billion dollars, as has been stated 
in Congress and is reasserted from time to 
time in certain organs of the press, but 
considerably less than one billion. To be 
exact, it amounts at present to a maximum 
of $763,600,000. (As a matter of fact, it 
is no doubt less, because, according to com- 
mon knowledge, substantial portions of these 
dollar loans have been repurchased by 
European investors.) The total is made up 
as follows: 


GREAT BRITAIN 


5%4% Loan, Due August, 1929..... *$75,000,000 
Loan, Due February, 1937.. 144,000,000 
FRANCE 
7%4% Loan, Due June, 1941........ 87,000,000 
&% Loan, Due Sept. 15, 1945........ 


Department of Seine 7% Loan, Due 


25,000,000 
Loan, Due 


15,000,000 
Loan, Due 


November, 1934 
City of Lyons 
November, 1934 


(Continued frum page 36) 


City of Marseilles 6% Loan Due 
November, 1934 15,000,000 
City of Soissons 6% Loan, Due 
November 14, £,900.000 
Paris-Lyons-Mediterranean, 6% Loan, 
Due August 15, 40,000,000 
Framerican 7%4% Loan, Due July, 1942 10,000,000 
BELGIUM 
71%4% Loan, Due June, 1945........ 44,000,000 
8% Loan, Due February, 1941. -- 30,000,000 
6% Loan, Due July, 1925...... 18,600,000 
6% Loan, Due January, 1925. ++ 4,200,000 
ITALY 
6%4% Loan, Due February, 1925.... 9,900,000 
CZECHOSLOVAKIA 
8% Loan, Due April, 1951..... «+++» 14,000,000 
City of Prague, 7%4% Loan, Due 
JUGO-SLAVIA 
8% Loan, Due May, 1962............ 15,000,000 
RUSSIA 
Credit of 50,000,000 
POLAND 
6% loan of 1920, Due 1940....... *, 23,400,000 
$763,600,000 


* This loan was originally $148,000,000, but the 
bonds issued under it are convertible into 
Sterling Bonds, and it is safe to assume that at 
least one-half have been so converted. 


Periods of Revival 


“at is pointed out by a careful student 
of such conditions that periods of 
revival following such a serious crisis al- 
ways have cn short-lived, and this is a 
revival follo\.ng the most extensive and 
violent crisis ever known,” says the review 
of the National City Bank of New York. 
“We are not inclined, however, to accept 
any such generalization as conclusive. The 


rule will hold good only when all the condi- 
tions are repeated. We thing that in some 
important respects the conditions of 1920-23 
have been and are different from the condi- 
tions attending other crisis and recoveries.” 


FRANCIS R. ORISON 
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Orleans Plan 


(Continued from page 35) 

tising. Thus, under this plan, the Asso- 
ciated Banks are actually able to do more 
advertising at less cost for practically all 
of the advertising expenditure that formerly 
was devoted to undesirable or inefficient 
advertising, and which ran into many 
thousands of dollars, is now saved. In his 
report for 1921 the secretary of the com- 
mittee exhibited a saving of $42,460 cover- 
ing so-called advertising which was declined 
during the year, practically all of which 
would have been used had not the banks 
organized the co-operative committee. 

Now as to results. Obviously it is al- 
most impossible to trace direct results from 
trust company or savings bank advertising 
and the banks that are co-operating in the 
New Orleans plan have not yet expected 
any direct traceable results, particularly to 
their trust departments, even though the 
campaign has been running for nearly fifty 
months. As a matter of fact, however, it 
is interesting to know that the trust business 
now being handled by the New Orleans 
banks is greater in volume than ever before 
in the history of the city, and the managers 
of our various trust departments report 
that business is daily coming to them from 
“off the street,” and the only reason that 
they can give for it is the advertising. The 
savings departments of the banks also 
report the largest totals that they have 
ever enjoyed and the increase has been 
noticeable since this co-operative plan was 
inaugurated in 1919, 
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Check Manipulator. 
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“I Will Drown; No | 


FAILURE TO _ RECEIVE TATION 


bed FEE ON UNPAID ITEMS AFTER SERVICE 
ne a ave e HAS BEEN RENDERED BY BANKS has caused 
e the State Bank Division of the American Bankers 


Association (of which this bank is a member) to 
adopt the following Resolution relative to Collections 
and requests for Rating—it being the ae prin. 


i nglish uite | ion of bankers that “the laborer is worth: 
Not all errors in E 2rd hire,” and that banks should not be fog to per- 


as glaring as this horrible example | form these important duties without some remuner- 
ation: 


of the incorrect use of “shall” and RESOLVED, THAT COLLECTIONS 
“will.” There are times when we AND REQUESTS FOR RATING will 
al d “heeshi ” in th have our prompt attention PROVIDED 
nee ep | same are accompanied by the following fee 
of Uncle Sam’s English. IN ADVANCE: 
Collections 15 cts. each 
Requests for rating, mini- 
mum fee 25 cts. each 
Unless such fee accompanies requests for 
this service the item will be returned with- 
WE ee ‘A N S HOW YO U HOW out presentation or attention. This rule 
; does not apply to Drafts with Bills of Lad- 
ing attached, or to Notes. 
We return the attached and call your attention to 
our rule, Fees accompanying collections will be 


credited as part of regular exchange charge on col- 
lections made. In complying with request for rat- 


ll stat ts will b d th f 
Correspondence Chapter, Inc. 


e ~ that that is assumes no liability whatever. 
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